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Editorial Comment 

The popularity of a bill for tax simplifica- 
Tax tion, in the Congress of the United States, 
Simplification | shows how widespread is the dissatisfac- 

tion with the present onerous method of 
income tax collection. We wonder, however, to what extent 
the changes therein proposed will really simplify the job. 
They provide that, out of the fifty million people now 
paying income taxes in the United States, about thirty 
million, comprising those whose incomes are wages or 
salaries up to $5,000 a year, would pay solely through their 
employers. The remainder are those who earn less than 
$5,000 but who have other income, and others who earn 
higher figures. 

As has been pointed out previously in this comment, 
the complications of income tax in recent years have 
arisen chiefly from the aim to be fair in every respect, 
which aim itself was a necessity because of the high tax 
rates. For example, when the levy starts at thirty odd per 
cent, it can not ignore the problem of the taxpayer who has 
a dependent grandchild, as compared with another tax- 
payer who has no such obligation. And when there is a 
compulsory savings feature, it can not ignore the difference 
between one person who has already mortgaged his entire 
savings, and another person who has kept them entirely 
free. Again, the “pay as we go” agitation, which bore 
fruit little more than a year ago, and which was intended 
to simplify the economic side of taxation, actually increased 
the amount of work involved, since it meant that instead 
of reporting and paying once a year, there had to be a 
deduction from every pay, and still an annual return and 
payment had to be made. 

The extent of the simplification, therefore, seems to be 
merely a shift in the full responsibility to the shoulders of 
the employer. The tax status of every worker must still 
be determined, not merely by his rate of pay but also by 
his dependents, etc., for which purpose of course he must 
still make a written statement or declaration, with the 
accuracy of which the employer will no doubt have some 
duty. Further, the U.S. measure also provides that the 
slip or statement, which at the end of the year is given by 
the employer to the employee, reporting the amount of pay 
and deductions, must be endorsed by the latter and sent 
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to the government, so that it is still a form of return. All 
that is eliminated, in effect, is the final or marginal payment. 
What will happen to the numerous small adjustments, which 
in the United States are even more varied than in Canada, 
remains to be seen. For instance, we have in Canada a 
liberal allowance for unusual medical expenses; these could 
not be predetermined for the purpose of wage deduction, 
so that if they still came into the reckoning it would have 
to be at the end of the period. Charity deductions, periods 
of unemployment and other problems immediately come to 
mind. These are the complications that give rise to year- 
end adjustments and even to refunds. 


Then there is the question of other income. At a time 
when a very large proportion of workers are also bond- 
holders, income other than salary or wages becomes the 
rule rather than the exception. The present system per- 
mits of all such income being caught in the tax net. In 
view of the widespread sale of federal bonds in the United 
States, as well as in Canada, it is hardly likely that thirty 
million of the earners have absolutely no investment income. 
It may be the intention to ignore, for administrative pur- 
pose, such income up to certain limits. Yet that very thing 
would be a kind of discrimination, and bring back in effect 
a degree of the old tax exemption of war bonds. Such 
distinctions would be hard to justify in Canada, where we 
impose a surtax on investment income over $1,500. For a 
worker making say $4,000 a year to be excused from paying 
tax on say $200 of interest, while some retired person with 
$1,600 a year was subject to a surtax, would be a travesty 
of justice. Obviously, the dividing line between those who 
would be obliged to make annual returns and payments and 
those who would be excused from that obligation, is not 
easy to draw. 


At one stage of industrial development, when employers 
were still in close contact with their individual employees, 
there was always some effort to apportion jobs and pay 
according to domestic responsibilities. Later this idea was 
abandoned, on the ground of equal pay for equal work. If 
Wwe are now heading towards a plan whereby each person 
will receive from his employer just what the government 
thinks he should have, on the basis of his responsibilities 
as well as his work, then history is again repeating itself. 
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The joint statement by experts on the 
International establishment of an international mone- 
Monetary Fund tary fund, issued simultaneously in Wash- 

ington, London and Ottawa on April 21 is 
a milestone passed in the discussions held on this subject. 
It will be recalled that proposals for such a plan were put 
forward concurrently by United States and British experts 
about a year ago and that after preliminary examination 
of their separate proposals Canadian experts made a tenta- 
tive draft proposal which involved considerations additional 
to the two plans already put forward and which to a con- 
siderable extent was in the nature of a compromise between 
these two plans. The statement of principles now published 
by the experts of the united and associated nations: who 
have participated in the discussions subsequently to the 
announcement of the three plans indicates that the views 
of the Canadian experts have been well received and that 
Canada made a valuable contribution by stating these views. 
It is emphasized that the principles set forth in the joint 
statement are the concensus of the experts only and that 
governments are not asked to give final approval to these 
principles until they have been embodied in the form of 
definite proposals by the delegates of the united and asso- 
ciated nations meeting in a formal conference. 


The joint statement is divided into ten sections and is 
too long to publish in full here. Several parts of it, how- 
ever, are reproduced or condensed for the benefit of our 
readers. The high purposes and policies of the plan which 
will guide the fund in all its decisions are: (1) To promote 
international monetary co-operation through a permanent 
institution which provides the machinery for consultation 
on international monetary problems. (2) To facilitate the 
expansion and balanced growth of international trade and 
to contribute in this way to the maintenance of a high level 
of employment and real income, which must be a primary 
objective of economic policy. (3) To give confidence to 
member countries by making the fund’s resources available 
to them under adequate safeguards, thus giving members 
time to correct maladjustments in their balance of pay- 
ments without resorting to measures destructive of national 
or international prosperity. (4) To promote exchange 
stability, to maintain orderly exchange arrangements 
among member countries, and to avoid competitive exchange 
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depreciation. (5) To assist in the establishment of multi- 
lateral payments facilities on current transactions among 
member countries and in the elimination of foreign ex- 
change restrictions which hamper the growth of world 
trade. (6) To shorten the periods and lessen the degree 
of disequilibrium .in the international balance of payments 
of member countries. 


Another section of the statement deals with the total 
subscription to the fund which will aggregate about $8 
billion if all the united and associated nations contribute 
(corresponding to about $10 billion for the world as a 
whole). Individual quotas may be revised from time to 
time on a four-fifths vote of member countries but no mem- 
ber’s quota may be changed without its consent. Gold is 
given an important status as this commodity is required 
to cover 25% of a member’s quota or 10% of its holdings 
of gold and gold-convertible exchange, whichever is the 
smaller. : 


Member countries will deal with the fund only through 
their treasury, central bank, stabilization fund or other 
fiscal agencies and it is proposed that its facilities and re- 
sources should be used only in respect of current account 
transactions (in a broad sense) as it is stated that “a mem- 
ber country may not use the fund’s resources to meet a 
large or sustained outflow of capital”. No prohibition is 
placed, however, on the use of a member country’s own 
resources of gold and foreign exchange for this purpose 
provided that the capital movements are in accordance with 
the purposes of the fund. 


The par value of a member’s currency is to be agreed 
with the fund when it is admitted to membership and may 
be varied from time to time on approval by both the fund 
and the member if it is deemed necessary to correct a 
fundamental disequilibrium. 

Other factors dealt with cover the apportionment of 
scarce currencies, management of the fund, withdrawal 
from the fund, obligations of member countries and special 
arrangements to cover the transition period. 

Canada has a particular interest in looking forward to 
and hoping for agreement between governments along the 
lines proposed by the experts. It is particularly necessary 
for her to encourage multilateral payments facilities in 
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order that she may use the sterling proceeds of her exports 
in acquisition of United States dollars for use in payment 
of her imports. The advantages of a relatively stable ex- 
change rate for Canadian dollars at whatever level it may 
be established are obvious to all and a consequent under- 
standing between the member countries that they should 
abandon and not reimpose restrictions on payments for 
current international transactions (other than those involv- 
ing capital transfers already referred to) should relieve 
Canadian importers and exporters of a considerable amount 
of the anxiety and travail which has beset them during the 
past two decades. 


The Dominion government’s proposal to 
Industrial establish a so-called industrial development 
Development bank is now before parliament and some 
Bank evidence has been heard from the deputy 

minister of finance and the governor of 
the Bank of Canada. The establishment of such a bank 
represents one part of Canada’s present programme to pre- 
pare the way for a high level of employment and income 
after the war. Other measures are being designed to pro- 
vide financial assistance in fields such as agriculture and 
housing. 

Industrial development of the type desired must be 
financed and a part only of the financing required can be 
obtained from the present resources of industry. Taxation, 
necessary for the effective prosecution of the war, including 
the war against inflation, has kept industry’s own resources 
at a low level; the type of credit required is not available 
from chartered banks as it is not a part of the Canadian 
concept of banking to permit these institutions to supply 
long-term capital; the ordinary sources of such capital have 
been the investment market by a public issue of stocks or 
bonds and the availability of funds from these sources is 
subject to a number of limitations such as the size and 
character of the enterprise, the name and financial record 
of the issuer, the expense of the issue and generally the 
attitude of the public to such an issue at any particular 
time. 

There is, therefore, a gap in the financial structure 
which this proposal is designed to close. Details such as 
the organization of the bank, its source of funds, its method 
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of making them available, etc., require to be worked out 
although specific proposals have been made and are being 
discussed. While we must all remember that the war is not 
yet won and that many weary and trying days still lie be- 
fore us, it is gratifying that definite proposals for the post- 
war period are now coming forward and that plans are being 
laid which can be put into execution at the appropriate 
time. 


Staff conferences have been found helpful by sev- 
In This eral firms of chartered accountants in recent 
Issue years, and THE CANADIAN CHARTERED ACCOUNT- 

ANT is already indebted to such sources for con- 
siderable material which is particularly valuable to the 
smaller firms and individuals who have not the opportunity 
of taking part in them directly; in this issue we publish 
part of the discussion at such a meeting held by P. S. Ross 
and Sons. An address by the late D. H. McCannell, C.A., 
before a meeting of the National Office Management Asso- 
ciation, should be of considerable interest. The series of 
articles on Money—a subject upon which much has been 
written but which always seems to lend itself to new at- 


tempts at clarification—is continued. Professor C. A. Ash- 
ley, C.A., of the University of Toronto, deals with the 
Valuation of Inventories. A contribution on Sales Statis- 
tics reminds us that there used to be, and probably will 
again be, such a thing as a sales organization. 
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Responsibilities of the Profession 


By H. G. Norman, F.C.A. 
President, The Dominion Association of 
Chartered Accountants 
Montreal, P.Q. 

(An address at a meeting of The Chartered Accountants’ Club of 
Ottawa, 24th April 1944.) 

7 may think that it was my intention to speak to you 

this evening on the responsibilities of chartered ac- 
countants as defined under the various Dominion and 
provincial companies acts, those resulting from conventions 
adopted by our profession as well as those emanating from 
case law resulting from decisions by the courts in cases 
dealing with accounting matters. This is not my intention. 
I wish to enter a broader field and deal with our responsi- 
bilities as a profession to the community, that is to say, 
the Dominion of Canada. 

Wars have demonstrated the value to the community 
of the accounting profession. Looking back one realizes 
the great advance that was made during the first world 
war. The stimulus given the profession then and the re- 
sponsibilities thrust upon it at that time were great, but the 
number of individuals having standards of qualifications 
necessary was insufficient to enable the profession to accept 
all the responsibilities which the public were prepared to 
thrust upon it. 

There is no need for me in talking to you gentlemen, 
located in Ottawa, to tell you the various problems which 
the government and governmental bodies have considered 
our profession capable of solving on their behalf, nor of 
the manner in which a large number of our members have 
come forward to endeavour to solve such problems without 
thought of personal benefits or personal aggrandizement. It 
is one chapter in the history of our profession in Canada 
of which we may be proud, but which we must guard jeal- 
ously and one method of so doing is to realize our responsi- 
bilities to the future and try to meet them. — 


Broaden Our Scope 


The first responsibility the profession has to face in 
post-war planning will be that which faces all walks of life, 
the reabsorption of those who have been temporarily de- 
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tached from the domestic economy of the country through 
service in the armed forces or govermental agencies created 
for war purposes. The educational committee of this asso- 
ciation may be congratulated on the excellent work it is 
doing in endeavouring to arrange for fair and equitable 
treatment by the government in respect to educational 
grants to our students and younger graduates on their re- 
turn to their normal activities. It is hoped an announce- 
ment in this matter may be made very shortly. Such grants 
however will not solve this problem. We may feel that the 
services of the profession are in such demand that there 
will be no problem, but we should not rest upon such an 
insecure foundation. The profession should strive to bring 
about an increased demand for its services by broadening 
its field of usefulness. This broadening of the profession’s 
field of public usefulness may to some extent be met by 
increasing its activities in the field of adviser and general 
counsellor to management. 

I realize in advocating the broadening of this field that 
I may clash to some extent with the view the S.E.C. authori- 
ties have that such counsel and advice detract from the 
independence of auditors. I do not subscribe to this view. 
Our training and experience should make us typically objec- 
tive, factual, analytic and careful in our viewpoint. In my 
mind it is not sufficient that the auditor of a company should 
merely verify past results. Management wants counsel as 
to what should be done under certain given circumstances 
and conditions. I do not presume to suggest we are the 
only profession to act as advisers to management, which 
normally calls for a number of professional consultants to 
deal with the varied problems arising out of any business, 
but there are many types of service that the professional 
accountant is best qualified to render. 

It is interesting to note here that the Scottish chartered 
accountant performs many and varied services, acts as 
director and manager of businesses, of which he is naturally 
not the auditor, acts as trustee and executor and in some 
cases carries on a business of a stockbroker, all of these 
at the same time as he is carrying on his profession as a 
chartered accountant, and in the latter is frequently con- 
sulted on many matters by his clients as to various phases 
of business management and direction. 

This thought leads us into another field, that of taxation. 
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I think you will all agree with me that our Association’s 
legislation committee has done excellent work in preparing 
and submitting to the appropriate authorities recommenda- 
tions over the past few years for clarification and revision 
of Dominion income tax legislation with a view to elimina- 
tion of inequities. Taxes now influence almost every man- 
agerial decision. High taxes are going to be with us for 
Many years to come, perhaps not in the onerous degree 
presently necessary to provide the sinews of war, but per-_ 
haps in a not very much lesser degree for the purpose of 
winning the peace. 
The Tax Problem 

It is incumbent on this profession in looking to the 
future to study the broader aspects of taxation, as well as 
the form of the present legislation and to press vigorously 
for the adoption of a permanent tax policy both Dominion 
and provincial. It is needless for me to remind you of the 
fact that the present income war tax act has many anom- 
alies therein as well as many clauses and sections needing 
clarification, further that it has a very large number of 
discretions granted to the minister of national revenue, 
with the result that, whereas a taxing act should indicate 
with great clarity and certainty the basis for determining 
the income of an individual or corporation that is subject to 
tax, at the present time the act is in such form that the 
determination of income is to a great extent dependent upon 
regulations. Some of these regulations are issued from 
time to time publicly, others are issued to departmental 
officials. This condition in my mind, though possibly neces- 
sary during wartime, if allowed to continue must lead to 
legislation by regulation, and further through a lack of 
knowledge by the general public of all rulings permits of 
determination of income only by constant consultation with 
the income tax department. In some cases legislation and 
rulings as to what constitutes income conflict with presently 
accepted accounting theories as to what constitutes income 
so that from this viewpoint the tax levied is not an “income 
tax” as such. It is realized that the present act was intro- 
duced in 1917 and has been amended practically every year 
since, but that is no reason why we should not press for a 
complete revision thereof and further, the pubication of 
rulings and decisions. 

The profession feels very gratified that the Canadian 
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government has seen fit to accept its certificate on the T-2 
questionnaire, which was brought about as a result of col- 
laboration between the government and the legislation com- 
mittee of the Association, but I want to stress the great 
responsibility it has placed upon the profession and we must 
not be found wanting. 

Relations with the Bar 

Consideration of our position in the field of taxation, 
which every day appears to broaden in its activities, leads 
to a further consideration of our relationship with the bar 
in this field. In the past there has been a feeling by some 
members of the bar that accountants have gone outside 
_ their scope and encroached upon the field of the practice 

of law in the dealings by members of our profession with 
the various departments and boards dealing with taxation. 
I am happy to say that this feeling is being dissipated as 
is evidenced by the fact that representations made recently 
to the government in regard to taxation, were made jointly 
by the Canadian Bar Association and our own Association 
as a result of the taxation committees of the two associa- 
tions working as a joint committee. I think we would do 
well to bring home to the practising lawyer that, in the 
gathering of facts dealing with accounts necessary to en- 
able him to plead a case before administrative and other 
tribunals of government, our training and experience give 
us knowledge which fits us to perform this service for him 
and his client. 

A special committee has been formed to deal with this 
subject of taxation so that we may be in a position to put 
our views before the government since it is felt that the 
profession has a responsibility to the community to do 
what it can to bring about a tax law which is in as simple 
a form as possible, clear in its meaning, equitable as between 
classes of taxpayers, avoiding double taxation, and capable 
of raising the necessary revenues for present or post-war 
needs by adjustment of rates with the least possible burden 
on individuals and business enterprise. 

Financial Statements 

This leads us to a further thought, which is the form 
of financial statements. Some may say this is governed 
to some extent by statute and therefore is not our respon- 
sibility. At the present time the various provincial and 
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Dominion companies acts are not similar in their require- 
ments as to the data to be shown in financial statements, 
and to the extent they regulate such statements they deal 
only with certain items. I am not suggesting that by legis- 
lation the form of the statements of all companies should 
be standardized as I realize this would only cause confusion 
since of necessity different types of business call for differ- 
ent presentation. I am suggesting however that in this 
enlightened day shareholders are entitled to and should be 
given more information than has been the general custom 
in the past and that the profession should endeavour to 
create a condition that results in the presentation of finan- 
cial statements which will give adequate information to 
shareholders, particularly when orie realizes the responsi- 
bility the auditor has to shareholders and prospective share- 
holders. We have seen the operation of the Securities 
Exchange Commission in the United States and while I am 
not opposed fundamentally to the activities of that body, 
I feel it will be to the best interests of our profession if we 
can bring about our object without the creation in this 
Dominion of such a regulatory body. 

The Dominion Association’s post-war planning commit- 
tee has dealt with this matter to the extent of creating with 
the Toronto-Montreal stock exchanges a joint committee to 
make recommendations to those exchanges. The committee 
is also keeping in touch with the state department so that 
when the meeting of the provincial and Dominion govern- 
ments is reconvened to consider the possibility of standard- 
ization of their various companies acts, our views as to the 
sections dealing with financial] statements may be presented 
to the appropriate authorities. 

In the past the members of our profession have been 
inclined to leave to others the formulation of policies as 
to taxation, etc., to sit back and after the policies become 
law, endeavour to interpret their meaning as affecting 
accounts. It is felt that the time for being merely inter- 
preters is past and, if we are to maintain our professional 
standing in and expand our usefulness to the community, 
we must accept further responsibilities and endeavour 
to influence the formulation of polices in regard to such 
matters as we feel competent to advise along lines we think 
to be in the best interests of the whole. 

In shouldering these responsibilities we must conduct 
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ourselves in such a manner as to avoid any charge of 
advocacy for any vested interests, whether it be capital, 
labour or government, and thus retain our principle of pro- 
fessional independence. Each member of the Dominion 
Association can do his part by backing its committees to 
the limit and helping those committees when called upon. 
This work is a challenge to us all and secondary only to 
that which is the greatest challenge to us all—to do every- 
thing in our power by giving up of our time and effort 
when called upon, to assist in winning the war as quickly 
as possible. 


POSTPONEMENT OF INCOME TAX BALANCES 


The postponement of the date for payment of 1943 
income tax balances, reference to which was made in the 
May issue of THE CANADIAN CHARTERED ACCOUNTANT, was 
authorized by order in council (P.C. 98/2595) passed 12th 
April 1944, approving the following minute of the Treas- 


ury. Board: 


The board recommend that, under the provisions of the War 
Measures Act, the payment of any tax required by the income tax law 
in respect of the 1943 income, which by the act is required to be paid 
on or before the 30th April, 1944, and if not so paid bear interest 
thereafter as in the said act provided, shall be postponed to the 31st 
day of August, 1944, and the interest in respect of such postponed 
payments shall, in lieu of being effective as and from the 30th April, 
1944, be effective as and from the said 3list August, 1944, in respect 
of any such payments made after that date. 
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Valuation Of Inventories 


By C. A. Ashley, C.A. 
Toronto, Ontario 


HE valuation of inventories is not an end in itself; it 
must have a purpose. In olden days the purpose was 
to see that the balance sheet did not show assets at an in- 
flated value, so that it could be used as a basis on which - 
to grant credit. Except during static periods “value” must 
have been an unsatisfactory basis compared with earning 
power, and this has been realized in recent times, so that 
the emphasis has shifted from the balance sheet to the 
income account. Unfortunately the method of inventory | 
valuation which became habitual in the earlier period has 
persisted very widely until the present time, and a very 
large number of companies still value their inventories at 
cost or market, whichever is the lower (usually without de- 
fining cost). 

Many people would now agree that the end in view in 
valuing an inventory is to obtain as close an approximation 
as possible to the profit earned during the year, but, unfor- 
tunately, the profit cannot be fully defined without defining 
the amount to be placed against the inventory. We have, 
therefore, to go further and ask what is the purpose of de- 
termining the profit; for that is not an end in itself. The 
purpose of determining the profit is to guide the manage- 
ment, the investor, the promoter of new enterprise, the gov- 
ernment, the research worker, and the general public. “No 
business institution can long live unto itself alone, and its 
management must accept and discharge the responsibilities 
attached to its activities. It must be prepared to grasp the 
underlying significance of the social and economic forces 
which its activities set in motion and to recognize and meet 
the economic, social, and political problems which are cre- 
ated by the dynamic quality of modern business.” Thus 
writes the Controller of the A.T.T.™ 


Requirements of Companies Act 

Until we know the relative effects of various methods 

of inventory valuation, we cannot judge them intelligently. 
The Dominion Companies Act requires that the basis of 
valuation should be stated on the balance sheet, but the 
statements made often defeat the intention of the Act. 
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Sometimes the statement says that inventories are valued 
at not more than cost or current market value; sometimes 
the basis is stated and the words “less reserve” are added. 
Both of these forms of statements render any attempt to 
analyze the accounts farcical. The commonest method of 
valuation is still cost or market, whichever is the lower, and 
little evidence is seen of a willingness to abandon this 
method, in spite of the criticism it has received. Mr. 
Cotton of Barron’s writes: “But the vast majority of com- 
panies and businesses have yet to make an intelligent ap- 
proach to what is for many a vital problem . . . Business 
executives have continued to follow a system, hallowed by 
time and justifiable in some cases, but in others tending to 
give a false picture of the results of the business . . . The 
social consequences of this deception are often great.’’?) 
“No writer has ever been able to find a single definite point 
supporting the proposition that ‘cost or market, whichever 
is the lower’ is a sound accounting rule.’ In recent 
times a great deal of emphasis has rightly been placed on 
consistent methods of valuation. A regulation of the 
Bureau of Internal Revenue in the United States reads: 
“In order clearly to reflect income, the inventory practice 
of a taxpayer should be consistent from year to year, and 
greater weight is to be given to consistency than to any 
particular method of inventorying or basis of valuation so 
long as the method or basis used is substantially in accord 
with these regulations.” One of the methods in accord 
with the regulations is cost or market, whichever is the 
lower, and this method necessarily involves the most flag- 
rant inconsistency. 
Effects of Price Fluctuations 


Suppose that the inventory of a business consists large- 
ly of a homogeneous and standardized product such as 
many of the raw materials of industry, and suppose also 
that the physical volume of the inventory remains approxi- 
mately the same for a period of years, and that it is valued 
at cost or market, whichever is the lower. If the market 
price of the product increases steadily for a number of 
years, the inventory will be valued at a higher price at the 
end of each year, although it is in every way indistinguish- 
able one year from another. The business will show profits 
and will declare dividends. If the price falls again, losses 
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(or reduced profits if the fall is slow) will be shown, al- 
though the physical assets remain the same throughout the 
whole period. The business will feel a shortage of cash, 
which has been paid out in dividends. Is not this, from 
the point of view of the business itself, as deplorable as 
the action of an investment company in paying dividends 
out of capital gains resulting from changes in its holdings 
of securities? The effect on the economy as a whole when 
a large number of companies is involved will be to accent- 
uate incipient booms and depressions. “The impact of in- 
ventory profits and losses on society and on the economic 
cycle is profound . . .’’() 


Many Methods of Valuation 


The number of ways in which an inventory can be 
valued is almost legion; many of them are discussed ex- 
haustively by Mr. C. T. Devine in “Inventory Valuation 
and Periodic Income” (New York, 1942). The latest 
suggestion ® is that the opening inventory should be valued 
at the then market price and the closing inventory at cost. 
The purpose is to test the effectiveness of the management 
during the year on the assumption that, at the beginning 
of the year the inventory could have been purchased at its 
market price by the management. The best attempt to 
show the relative effects of different methods of valuation 
is to be found in a bulletin by Mr. C. J. Gaa on the “Effect 
of Inventory Methods on Calculation of Profits and Income 
Taxes”. In this bulletin he has compared the profits and 
taxes resulting from three methods of valuation: First-in 
first-out ; average cost; and last-in first-out. To do this he 
has built up hypothetical figures on the basis of index 
numbers from official sources for the period 1919 to 1937 
for manufacturers, and for shorter periods for bituminous 
coal dealers and tanners. The physical volume of the in- 
ventory at the end of each year was calculated by taking 
100,000 units and multiplying by the index number for 
domestic stocks of goods; the index of the physical volume 
of production was used to determine the volume of goods 
acquired; and the values were determined by applying the 
index numbers of prices of raw materials and finished goods 
to these physical units. In the absence of actual figures 
for a considerable number of businesses (obviously unob- 
tainable in the ordinary course), this method appears to 


346 











POSTPONEMENT OF INCOME TAX BALANCES 


be sound. An abbreviation of one of the tables is given 
here. 


Net Income Figures Resulting from Application of 
Different Methods 


First-in Average Last-in 
Year First-out Cost First-out 
1920 (war prosperity) $15,312 $14,304 $13,329 
1921 (depression) loss 4,898 1,547 8,819 
1922 “ 4,793 4,172 9,764 
1923 (prosperity) 10,489 7,628 9,588 
1924 (depression) 7,437 6,706 7,743 
1925 (prosperity) 11,717 9,257 8,001 
1926 > 7,640 9,646 10,400 
1927 (downswing) 7,425 7,751 8,811 
1928 (prosperity) 9,986 8,964 8,975 
1929 zs 8,966 9,269 9,652 
1930 4,593 6,588 9,458 
1931 2,824 5,249 9,894 
1932 - 3,946 4,520 7,907 
1933 " 8,318 6,853 9,440 
1934 (depression-upswing) .... 12,037 8,890 8,395 
1935 = au 14,478 11,875 9,917 
1936 - wees 11,313 11,454 9,647 
1937 (downturn) 11,757 11,554 9,777 


These figures, which are substantially the same as those 
for other types of business in the bulletin, show that the 


first-in first-out method accentuates the changes in busi- 
ness conditions compared with other methods at each point 
except in 1937. If cost (first-in first-out) or market price, 
whichever was the lower, had been used, this accentuation 
would have been more marked. 


Mr. Gaa uses a good deal of space on the effects on in- 
come tax. The U.S. Commissioner of Internal Revenue is 
allowed to accept any method of inventory valuation which 
“conforms closely with the best accounting practices in a 


FOOTNOTES: 

1C,. A. Heiss, Accounting in the Administration of Large Business 
Enterprises; Cambridge, Mass., 1943, p. 59. 

2A. Cotter: Fool’s Profits, New York, 1940, p. 22. 

3W. A. Paton: Comments on a Statement of Accounting Principles, 
The Journal of Accountancy, March, 1938, p. 202. 

4Quoted by G. O. May in Dickinson Lectures in Accounting, Cam- 
bridge, Mass., 1943, p. 27. 

5A, Cotter: Fool’s Profits, p. 59. 

6A. N. Lorig: Valuing Inventories in Profit and Loss Determina- 
tion, in The Accounting Review, July, 1943. 

7University of Illinois Bulletins, Vol. 40, No. 25. See note in 
— Department, THE CANADIAN CHARTERED ACCOUNTANT, June 
1943. 
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given trade or business and which clearly reflects income’. 
Perhaps sometime the Department of National Revenue or 
some member of the accounting profession will make a 
study in Canada on which methods of inventory valuation 
can be judged by the exercise of intelligence instead of 
being fixed by prejudice or habit. 


INCOME TAX ON AUXILIARY SERVICE 
SUPERVISORS 


The order in council (P.C. 1087) in respect to income 
tax on auxiliary service supervisors serving abroad, which 
was printed in our May issue, has been amended by the 
following order in council (P.C. 3254) dated 2nd May 1944: 


Whereas by order in council P.C. 1087 dated February 21, 1944, 
certain income tax allowances were made to auxiliary service super- 
visors of the department of national defence, adjutant general’s branch, 
the said supervisors being referred to as “persons engaged in such 
like organizations as the Y.M.C.A., the Red Cross, the Salvation Army, 
the Knights of Columbus and other organizations”; 

And whereas the minister of finance reports that it is now appar- 
ent that the foregoing is a misdescription of the supervisors for whom 
such income tax allowances were intended and that the correct refer- 
ence to them should have been “persons engaged in such organizations 
as Canadian Legion War Services, Inc., the National Council of the 
Y.M.C.A., Knights of Columbus Canadian Army Huts, Salvation Army 
Canadian War Services”; 

Therefore his excellency the governor general in council on the 
recommendation of the minister of finance and under and by virtue 
of the War Measures Act, chapter 206, revised statutes of Canada, 
1927, is pleased to amend the said order in council P.C. 1087, and it 
is hereby amended as follows: 

A. The first paragraph of the preamble is amended to read as 
follows: “Whereas the minister of finance reports that the auxiliary 
service supervisors are personnel of such organizations as Canadian 
Legion War Services, Inc., the National Council of the Y.M.C.A., 
Knights of Columbus Canadian Army Huts, Salvation Army Canadian 
War Services, who have been selected by the Royal Canadian Navy, 
the Army and the Royal Canadian Air Force for service with the said 
forces;” 

B. Paragraph numbered 1 is amended to read as follows: “1. One- 
fifth of the pay, including dependents’ allowances, of such auxiliary 
service supervisors be deemed not subject to taxation under the Income 
War Tax Act;” 
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A Staff Conference Report 


(Some addresses given at a recent staff conference of P. S. Ross 
& Sons. Others will be printed later.) 


GENERAL PRINCIPLES OF COST ACCOUNTING 
By A. E. Bishop, C.A. 


Cc accounting is important to auditors for three par- 
ticular reasons. 

First, we are all vitally interested in internal control. 
Especially in manufacturing concerns the control exercised 
is so largely tied up with the cost system that without ade- 
quate knowledge of the guiding principles of the latter it 
is well nigh impossible to assess the adequacy of the former. 

Second, in any intelligent examination of inventory val- 
uation where products are manufactured, the methods of 
ascertaining costs of work in process and finished goods 
must be reviewed. Without a reasonable knowledge of the 
principles of cost accounting the auditor’s approach is likely 


to be superficial and largely in the nature of mathematical 
checking. 


Third, it is my personal view that if we, as a profession, 
are to progress in the future as undoubtedly we have in the 
past, we must be prepared to be able to advise our clients on 
matters relating to costing. There must be sufficient 
among us who will be qualified, when called upon, to direct 
the installation of cost systems, and those of us who do not 
feel the “urge” in this direction should at least have 
sufficient knowledge of the principles to be able to judge as 
to the soundness of the methods in practice. 


Let us consider a few cautions. 


First, cost accounting is not an exact science. Costs ob- 
tained in any system will contain some elements of esti- 
mation. Wherever allocation of expenditures to significant 
units of production is made, the apportionment will neces- 
sarily be approximate to some degree. The consistent ap- 
plication of proper principles, even where certain arbitrary 
measures must be adopted, does not nullify the benefits of 
the system. We will, however, save ourselves much grief 
and incidentally much worry about minor matters if we 
honestly recognize the limitations of the art (as I prefer 
to regard it) of cost accounting. 
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Second, and following from our first caution, we must 
always be guided by the exigencies of the circumstances. 
It may be correct and proper that expenditures should be 
allocated to significant units of production on a certain 
basis, but the time, effort and expense of such a method 
may be out of all proportion to the benefits and relative 
accuracy obtained. We would do well therefore always to 
examine our steps in the light of this caution. 

Third, any cost system must fit the business and not 
the business fit the system. This is not to say that the 
system may not bring out inefficiencies in the business 
operations which should be corrected: In fact this is one of 
the aims of costing. It naturally arises therefore that a 
knowledge of the business operations is an essential pre- 
liminary to the installation of a proper cost system or for 
an intelligent review of it. The arm-chair cost accountant 
is as much liable to reach the wrong conclusions as is the 
arm-chair strategist in war time. 

Fourth, considerations other than those arising from 
proper costing principles must not be allowed to influence 
the determination of costs. This is a difficulty which is 
being constantly met by cost accountants and any departure 
from sound practice must be vigorously combatted. It is 
chiefly met in connection with selling policies and the de- 
sire of those concerned with selling to bring into considera- 
tion factors which are wholly related to selling prices. Let 
it be clearly understood that the cost accountant’s aim is 
to determine costs. He is not primarily concerned with 
selling values and if, for example, it is the considered judg- 
ment of the management that a certain product should be 
sold at a price which indicates a loss, this result must not 
influence in any way the determination of the cost of the 
product. This principle is doubly sound today where there 
may be tendencies to manipulate costs on war contracts 
in order to indicate a less than true profit. This, of course, 
is not only inaccurate and wrong in accordance with costing 
principles but is indefensible on moral grounds. 

Principal Aspects of a Cost System 

We should now consider the principal aspects of a cost 

system. 


First, we have what we may term “cost finding” which 
has been defined as the “intelligent tracking down of ex- 
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penditures to significant units of production.” Having es- 
tablished proper principles, cost finding is largely routine 
in nature and is usually historical inasmuch as the data, 
while to some extent recorded concurrently with operations, 
is not completed until after termination of production. 
First cost systems undoubtedly were aimed purely at as- 
certaining costs. 

Second, we have what may be referred to as the “sta- 
tistical” aspect. Cost accounts may merely consist of an 
aggregation of a mass of transactions which, without in- 
telligent classification and presentation of the essential 
data, will represent considerable waste of time and energy. 
The full worth of a cost accounting system can be obtained 
only if the results are summarized in a convenient, intel- 
ligible and concise form. 

Last, there is the “control” aspect—a more modern 
feature of cost accounting. The accounts are set up to pro- 
vide the maximum control possible over expenditures on 
materials, labour and other expenses in order that all ex- 
penditures will be properly “accounted for” and that, to 
some degree the “value received” will be reflected. The in- 
itial step in achieving these aims is the institution of ac- 
counting controls and the continuous agreement of the cost 
records with the financial books or a ready reconciliation of 
the two sets of records. Arising out of this initial step 
is the institution of controls over materials (through stores 
systems), over labour costs (through adequate payroll sys- 
tems and records) and over overhead costs (through proper 
classification and analysis, budgetting and other means). 
In addition, accounting controls are provided over work in 
process and finished goods. It may be appropriate to indi- 
cate one or two of the features which are not brought to 
light unless proper accounting control exists, for example: 
(a) Losses in materials arising in storage, issuance or pro- 
cess which may not be evident if there is not a proper sys- 
tem of stores control; (b) lost time, ineffective control over 
indirect labour (especially relating to employees who are 
normally engaged on direct production) unless there is pro- 
per accounting classification and analysis; (c) the money 
value of under or over-absorbed overhead and the necessity 
for close scrutiny of this item unless there is adequate ac- 
counting for overhead. 

On the other hand care must be exercised that the sys- 
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tem is not too elaborate for the size of the business and 
is not being maintained at a disproportionate cost. It is 
sometimes possible to compile the results obtained from a 
cost system by statistical means rather than by double 
entry accounting methods, thus reducing expenses which 
may otherwise prove burdensome. 

We are all familiar with the usual forms of manufactur- 
ing and profit and loss statements. These statements us- 
ually commence with an item “sales”. The process of 
breaking down and sorting the sales transactions in var- 
ious ways to indicate “sales by commodities”, “‘sales by pro- 
vinces”, “sales by salesmen”, etc., is simply a job of classi- 
fication. Essentially costing is a reclassification of ex- 
penditures. General accounting classifies expenditures 
under predetermined headings according to the nature of 
the outlay. Cost accounting reclassifies these same expend- 
itures to a predetermined unit of production. There is no 
mystery or magic in it. 

Perhaps a word would not be out of place regarding the 
term “significant unit of production’. A few examples may 
best illustrate the meaning of the term. The following then 
are suggested as “units of production” significant to the re- 
lative industries: 


Industry Unit of Production Type 
Textile Yard of cloth Length 
Concrete mixing Cubic yard of concrete Volume 
Mining Ton of coal Weight 
Electrical appliances Refrigerator Count 
Railways Passenger—mile Service 
Construction Contract Location 
Agriculture Acre Area 


Having discovered the significant unit of production it 
is necessary to apply expenditures to arrive at the cost per 
unit. Manufacturing expenses fall generally into three 
main groups—materials, labour, and other manufacturing 
expenses (usually referred to as overhead). Our problem 
then is (a) to account for the expenditures falling in each 
of these groups in relation to the significant unit of produc- 
tion and concurrently, (b) to maintain accounting control 
over the expenditures through the various phases of pro- 
duction. 

Our next three papers therefore deal respectively with: 
(a) Accounting for Materials; (b) Accounting for Labour; 
(c) Accounting for Overhead. 
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ACCOUNTING FOR MATERIALS 
By Mrs. F. Day, C.A. 


gaping the capital of a concern consist entirely of cash, 

it would be carefully protected, and the receipts and dis- 
bursements safeguarded. Since materials are merely a 
conversion of cash, as much protection should be given to 
the recording of and accounting for materials. 


Let us examine the methods usually adopted to attain 
control over quantities and values and at the same time 
to allocate to significant units of production the cost of the 
materials used in production. 


Incoming materials do not primarily affect the costs 
of production. Control must be established on receipt, 
however, and for this purpose the costs of purchases are 
debited to a stores control account. At the same time de- 
tails of the purchases are entered as receipts (both as to 
quantities and price or value) on perpetual inventory rec- 
ords maintained for each class of materials or supplies. 
Issues from stores are evidenced by requisitions, the de- 
tails of which are recorded as deductions on the inventory 
records, while the total values are periodically credited to 
the stores control account. As the perpetual inventory 
records indicate the balances on hand, they maintain a 
check on actual quantities on hand. Further the balance 
of the stores control account represents the value of ma- 
terials on hand as shown in detail in the inventory records. 
- Thus complete accounting control is set up. 


When issues of materials are made the cost records are 
affected. The same requisitions used in the recording of 
issues in the inventory records are in turn used as the 
medium for determining the amounts chargeable to the 
selected unit of production. Costs charged to the various 
units of production are controlled in like manner to ma- 
terials in stores by debiting a work in process control ac- 
count, the balance on this account agreeing with the total 
value of all open work orders. 


As work orders are completed the costs are in turn 
transferred to finished goods inventory records, controlled 
as to value by a finished goods control account. As finished 
goods are shipped the withdrawals are recorded as deduc- 
tions in the finished goods inventory records, the cost 
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thereof being credited to the finished goods control account 
and debited to cost of sales account. 

It will thus be seen that quantity and value controls are 
maintained over materials from the time of receipt, through 
the process of their fabrication into finished goods, until 
their eventual sale. 

Perpetual Inventory Records 

Let us now deal in more detail with the perpetual in- 
ventory records. These records should be kept for each 
class of raw material and supplies, and from these records 
it should be possible to ascertain the quantity and value of 
the inventory on hand at any time. It is essential that 
proper facilities for the storage of all materials and fin- 
ished products be provided in the form of numbered sec- 
tions, bins, etc. 

The cost at which incoming material should be recorded 
on the inventory records is the original invoice price, plus 
freight costs and charges incurred in bringing such ma- 
terial to the storeroom ready for use. 

The next, and very often the most difficult problem to 
decide, is the cost at which materials should be issued from 
stores, and the following are the three principal methods 
generally in use: (a) First in first out method; (b) mov- 
ing average method; (c) last in first out method. 

Using the first in first out method, materials are issued 
from stores on the assumption that the oldest stock on hand 
is used first and the corresponding price at which that lot 
was placed in stock is used to price the requisition. Fre- 
quently one requisition covers more than one lot, in which 
case it is necessary to value the requisition to the extent of 
the quantity of the earliest lot on hand at its relative price, 
and the balance at the prices of the lots next received. This 
method has the advantage of pricing the balance of the 
inventory on hand at the latest purchase prices and should 
require less adjustment when valuing the inventory for 
balance sheet purposes in order to comply with the cost or 
market rule. 

The moving average method is based on the principle 
that materials are issued from the average of the entire 
supply, and issues of materials are priced at the average 
cost of all goods on hand. The average cost is recalculated 
each time a new shipment is received or, if more convenient, 
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at monthly intervals. This method involves more calcula- 
tions but has the advantage of pricing issues of material on 
a more uniform basis and of avoiding the use of several 
rates on a single requisition. Some adjustment may also 
have to be made for balance sheet purposes where market 
values have dropped below the average price. 


Under the last in first out method, materials are issued 
from stores on the principle that the latest material re- 
ceived is used first and the corresponding price at which 
the lot was placed in stock is used to price the requisition. 
As in the first in first out method, it may be necessary to 
use more than one price on a single requisition but in this 
case the latest cost price is used first. This method has the 
advantage of pricing materials issued from stores at the 
latest cost, and the profit shown will be based more nearly 
on current market prices. If this method was commenced 
when prices were normal, and prices have shown a tend- 
ency to rise, it will also have the advantage of valuing in- 
ventories at a more normal price, thereby creating a reserve 
against a future drop in prices. There is, however, a defi- 
nite disadvantage where market prices have been on the 
decrease. In this case there will probably have to be an 
adjustment to the inventories for. balance sheet purposes to 
comply with the cost or market rule. I would like to men- 
tion here that the Dominion income tax department does 
not accept this method for tax purposes. 


The entries required in accounting for the receipts and 
issues of materials are mainly based on prenumbered re- 
ceiving reports, debit memos, requisitions and returned ma- 
terial reports. Each of these forms should be signed by a 
responsible official. The receiving report may be made out 
at the time the goods are ordered, a copy being sent to the 
receiving clerk who checks the quantities actually received. 
A debit memo is necessary when goods are returned to the 
supplier or there is a shortage in the quantity delivered. 


Stores requisitions are used for all issues of materials 
and should detail the quantity and description of the ma- 
terial required and should show the job number to which 
the materials are chargeable. Returned material reports 
give details of unused material returned to stores and 
should show the quantity, description of material being re- 
turned to stores and the job number to be credited. 
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The inventory records should consist of a sheet or card 
for each class of material and should be headed with the 
following information: (a) Account or code number; (b) 
description of material; (c) maximum and minimum re- 
quirements; (d) location of material] in the storeroom; (e) 
unit of measurement. 

There should be columns for materials received, ma- 
terials issued and for the balance on hand. The entries for 
the goods received are made from the receiving reports 
while issues are entered from the stores requisitions. Ma- 
terials returned to stores will be entered in red in the issue 
column from returned material reports. Each column 
should show the date, quantity, unit cost and total cost, 
although it may be considered sufficient for quantities only 
to be recorded in the columns and a memorandum made as 
to the unit cost. Additional columns are sometimes con- 
sidered necessary to show outstanding orders and materials 
appropriated for a special purpose. Details of old and 
obsolete stock should be readily ascertainable and kept in 
a separate section of the records. 

A physical check of all items should be made at least 
once a year and if possible more frequently. It is some- 
times more satisfactory to make continuous physical counts 
thus spreading the checking over the year and providing 
for more frequent verifications. Discrepancies are reported 
by means of reports showing the record quantities, count 
quantities and quantities and values of overages or short- 
ages. Differences should be adjusted, after approval, in 
the records and if possible the cost should be charged to 
the unit of production affected. Where this is not possible 
the difference should be debited or credited to an inventory 
adjustment account. Entry will also be required in the 
stores control account to reflect the value of the adjust- 
ments. A note should be made in the inventory records 
each time a physical count is made and care should be 
taken to see that each class of material is regularly counted. 
At least once a year the count should be made by some re- 
sponsible person other than the storeskeeper. 

Materials generally fall into two classes, that is direct 
material and indirect material. The first is material which 
may readily be charged direct to the cost of manufacture 
of a product. Indirect materials are those which have not 
been expended directly on the product or those which are 
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not conveniently chargeable to the product on account of 
their relatively small value or the difficulty in attaching 
these expenditures to a particular unit of production. 

Indirect materials should be subject to the same control 
as direct materials. Instead of being applied to jobs in 
process, requisitions will be charged under suitable account 
classifications to overhead expense. 

It should be realized that the aim in this paper has been 
to stress principles and their general application and that 
variations in detail will undoubtedly be met in practice 
having regard to conditions peculiar to the various types 
of businesses. 


ACCOUNTING FOR LABOUR 


By Eric S. Woolley, C.A. 
| Rasen is the second element of prime cost and, like 
material, is a commodity purchased by the producer; 
but, unlike material, which is usually purchased in advance 
of use and is accounted for through inventories and then 
through costs, labour must be purchased when and as it 
is required and must be accounted for in costs when pur- 


chased. It follows, then, that the accounting for labour 
is less complicated than it is for material. 

As stated concerning material, labour is divided into 
two general classifications, direct and indirect. Direct 
labour is that labour which, from its nature, may be charg- 
ed directly to a specific step in production, process or job. 
Thus are classified as direct labour the wages of a worker 
whose time is consumed solely in the production of an 
article and, therefore, whose earnings may be directly re- 
lated to specific phases of production, and as indirect labour 
the earnings of those workers who, though concerned with 
production, are not solely engaged in production and whose 
earnings cannot be directly related to specific phases of pro- 
duction. 

Examples of indirect labour are earnings of superin- 
tendents, cost clerks,.purchasing department employees, re- 
ceiving room workers and storekeepers, etc. Direct labour, 
then, is charged directly to costs of production whereas 
indirect labour is charged to manufacturing expense or 
overhead. Treatment in costs of indirect labour will be 
dealt within the succeeding paper on overhead. 
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To illustrate one of the peculiar uses of the above men- 
tioned general classifications, let me present the following: 
In each factory there are certain auxiliary units, which 
render services to some or all of the other factory depart- 
ments. One of the most typical of these is the boiler room. 
In considering the classification of labour, I stated that 
direct labour was concerned only with the actual production. 
Here we have an exception. Boiler room wages would be 
classified as direct labour. To follow the definition, one 
might say that these wages are direct charges to the pro- 
duction of steam and power. When all charges for the 
boiler room have been gathered together, i.e., for material, 
labour and overhead, the total departmental cost is dis- 
tributed to the several steps in production as a direct charge, 
say, on the basis of the individual machines’ consumption 
of steam or, is transferred to overhead and distributed as 
part of that item. The labour component of steam cost does 
not again appear in the further compilation of the cost 
statement but may be brought out for comparisons and 
checking in a separate report. 

Labour has other components, however, which must be 
given consideration, if costs are to be accurate and the 
management informed as to factory conditions. The first 
of these is idle time. Some of its causes are lack of busi- 
ness, work not ready, lack of material, no operator, no 
power, machinery breakdown, missing instructions and lack 
of tools. It is easily imagined that many of these causes 
result from carelessness and should be brought to the at- 
tention of the management. Therefore cost accounting rou- 
tine must be devised to show the cost of the idle time which, 
unless carefully controlled, would increase the cost per unit 
of production; because the fixed charges are spread over a 
smaller quantity. In addition workers may be paid on a 
minimum guaranteed basis, with the result that labour 
costs continue and contribute to the increase in cost of pro- 
duction. To produce equitable comparable cost figures, it is 
necessary to withhold all idle time charges from the re- 
gular routine, that is, charging part as direct labour and 
part as indirect, and to show them as a separate item in 
overhead. A separate report of this cost, with suitable 
explanations as to the causes, should be prepared for the 
management. Made aware of it, they would naturally take 
corrective steps, if these are possible. 
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Second, there is the element of overtime. Proper costs 
cannot be obtained if these charges follow the regular rou- 
tine. Their inclusion would result in higher costs for what- 
ever article happened to be in production at that time and, 
special cases excepted, it is only by chance that that parti- 
cular article reached production at the time the overtime 
wages were earned. Similar treatment must be given to 
this element as was given to the element of idle time. 


Forms and Routine 


Now I would like to outline, roughly, the forms and rou- 
tine required for a proper accounting for labour. Time 
clocks and cards are in general use and provide the payroll 
office with a record of the worker’s starting and stopping 
time. This information, translated to hours, is entered on 
the payroll sheets and forms the basis for wages. Under 
a day rate method of remunerating, each worker’s pay is 
determined by multiplying the number of hours shown by 
this rate of pay. This, then, fixes the liability of the manu- 
facturer for payroll and gives a total of earnings which 
must be charged to costs. 

To provide a basis for charges to costs, more detailed in- 
formation as to the type of work performed by the employee 
must be obtained. This is accomplished through a system 
of reports, or job cards, which show the worker’s name, de- 
partment and the hours consumed on each kind of work. 
These are prepared by the foreman, or the worker and ap- 
proved by the foreman. The time consumed in each type 
of work is then valued at the proper rate of pay for each 
worker. These values are then classified as to direct or in- 
direct charges, summarized and entered on the cost sheet 
under the proper headings. At the end of each period, the 
total labour charges, as shown on the cost sheet, are brought 
into agreement with the period’s payroll, as shown in the 
general ledger. 

As has been stated previously, departments are often 
made production centres, in order to obtain more equitable 
distribution of overhead. Where such is the case, labour 
transfer reports are prepared to notify the cost clerk of the 
work done by employees of one department in another de- 
partment, so that he can make the necessary entries. 

There is also the wage rate record which usually takes 
the form of a card system. Each card gives a historical 
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record of one worker; his rate of pay or piece-work rate, 
and a record of the amounts to be deducted from his pay. 
These records should always be kept up to date. Sometimes 
this card is initialled by the superintendent as approval of 
changes in rates, although usually such changes are the 
subject of a memorandum to the payroll office. 

Computing Wages 

Now I will mention a few of the many methods of com- 
puting wages. 

First, the day rate system whereby workers receive 
wages at a fixed rate for a definite number of hours’ work. 
The rate of wages depends upon the skill required of the 
worker, the labour market condition, the locality of the 
plant, etc. The chief advantage of this system is its sim- 
plicity, whereas the chief disadvantages are the lack of in- 
centive given to the worker and the. greater amount of 
supervision necessitated. 

There is also the piece work plan, which provides for 
payment based upon the number of pieces produced. Time 
studies are prepared before rates are fixed, but it has 
been found that, despite the care exercised in fixing the 
rates, production often exceeds the expected. Result, rates 
are reduced and workers become dissatisfied. It may be 
wise to point out that, even though piece rates are the 
basis of pay, time still is an important factor, for, should 
a worker produce less than the expected quantity of articles, 
the amount of relative overhead is higher than it should be, 
solely due to the reduced production. 

Under a differential piece rate plan, payment is made on 
the basis of pieces produced, but a worker who can produce 
more than a normal quantity, in a given time, is paid at 
a higher rate, either for the total production, or for the in- 
crease in production. 

The premium or bonus system concerns workers paid 
under a day rate system. Workers who produce more than 
a normal quantity are paid a bonus for the increase, often 
at piece work rates. 

Under the stint system a worker is allowed to leave 
when he has completed a fixed quantity of articles. 

There are several other systems, but I will mention 
only one more, the contract system. Under it the worker, 
or a group of workers, is treated as a contractor and re- 
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quired to produce a certain quantity in a given time. When 
the contract is completed a new contract is let to him or 
he may leave. 


Cost Records and the General Ledger 

In conclusion, let me present a brief review of the con- 
trol over the cost records as exercised through the general 
ledger. 

The total wages payable are credited to accrued payroll 
account and debited to work in process control, for direct 
labour, and to manufacturing expense or overhead control, 
for indirect labour. The total of the direct labour items as 
shown on the cost sheets, should then agree with the same 
item in the work in process control. 

As work is completed, the relative cost sheets, which 
now record the materials, labour and overhead applicable 
thereto, are closed and totalled. An entry is then passed 
to the debit of finished goods control and to the credit of 
work in process control. Thus the balance in the work in 
process control should always be in agreement with the to- 
tal of the open cost sheets. 


VICTORY BOND COMMISSION RULING 


Provision for tax exemption of victory war commis- 
sions which are turned over to service clubs is made by 
order in council (P.C. 116/2705) passed 18th April 1944 
approving of a Treasury Board minute reading as follows: 

The board recommend, under the terms of the War Measures Act 
and The Consolidated Revenue and Audit Act, that any taxes exigible 
in respect of commissions paid to individuals selling victory bonds, 
when the commissions were turned over to service clubs and it can 
be shown that this was the intent at the time of entering into the 
contract, be remitted and cancelled. 


JUNE 1944. 
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What Money is Made Of 
By W. A. McKague, M.A. 
(The third of a series of articles on Money) 


_——— far we have purposely avoided discussing the con- 
stitution of money. The orthodox definition, or des- 
cription to be more exact, is anything which serves as a 
standard of value and a medium of exchange. Very rarely 
have transactions been computed in terms of one measure 
and completed by delivery of another. When cattle were 
a standard or measure, no doubt a commodity more 
divisible, such as silver, had to be used in part. The real 
estate agent arranges something similar when he nego- 
tiates an exchange, but the respective values are expressed 
in money, and there nearly always is a balance to be paid 
in money. . 

The outstanding point in the history of money evident 
from even the most casual review, is that a commodity 
gains the status of money through public acceptance—a 
kind of survival of the fittest. There are definite character- 
istics which are determinants in the struggle, the most 
important of these being a general usefulness and desir- 
ability, suitable value in relation to weight and bulk, 
durability, divisibility, and standardization of quality. The 
beaver skin was good enough for the north, but it would 
look strange in a Persian market. Lead is an excellent 
metal, but not valuable enough. Eggs are known through- 
out most of the world, but they lack staying power. A 
cow, or a diamond, or for that matter a beaver skin, does 
not submit to sub-division without great impairment of 
value. There are no two diamonds of precisely equal merit. 
The metals silver and gold emerged as the survivors of 
this monetary evolution because they surpassed all others 
in the requisite qualities. The conflict between these two 
resulted in a definite win for gold, leaving silver at the 
moment with a precarious place in the monetary picture. 


The Precious Metals and their Value 
Anyone will admit that these precious metals are dur- 
able, divisible and easily refined to standards. But their 
general utility, and consequently their right to their 
present values in exchange for other commodities, is often 
questioned. They must have been in demand, or they 
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never could have got started on their road to monetary 
fame, for no one in the cradle of civilization could have 
deliberately founded such a colossal fiction, and had it per- 
petuated throughout the ages. 


We can not ignore the intrinsic qualities of these metals. 
Silver was valued from the earliest times because of its 
whiteness, lustre and ductility, in which qualities it still 
rates very high among all the now known metals, in addi- 
tion to which it has been found to excel in conductivity 
of heat and electricity, and to have value in photographic 
work. Gold is the most malleable and ductile of all metals, 
and therefore lends itself to the finest ornamental treat- 
ment. The isolated Incas had so much gold in an other- 
wise meagre existence that they did not value it highly, 
but still they used it. Wherever gold or silver appeared 
upon the scene, they were in almost instant demand for 
both ornament and utility, as is testified by excavations 
in Egypt, in Mesopotamia, and in the records of peoples 
throughout the world. To this commodity status was 
gradually added that of money. It can not be denied that 
this new function resulted in an additional demand for 
the metals, and therefore accentuated their value. But 
since something was wanted to serve as money, the demand 
was just as legitimate and as economically justifiable as 
is any other economic demand. Rubber was a curio, and 
tobacco was a vanity, before they were accepted into the 
family of commodities. Their current uses are even more 
novel than is the monetary adaptation of gold and silver. 
The value of rubber, and of tobacco, and of silk and of 
nearly every other commodity, is just as much dependent 
upon human invention and human taste, and therefore just 
as much artificial, as is the value of the precious metals. 
Modern science has discovered and extracted several 
metals which were unknown to the ancients and which 
rank with gold and silver in so many qualities that they 
are often referred to as precious metals. Among these 
are platinum, rhodium, palladium, and iridium. They are 
still relatively scarce in quantity. Apart from their com- 
mercial uses they are of interest as possible monetary 
metals of the future. 
Coinage 
Nevertheless in this generation of experiment, it is well 
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to keep in mind that the monetary use of the metals has 
grown to far exceed their other uses, and logically, there- 
fore, most of their value is due to their monetary use. That 
has been well demonstrated in the case of silver, only about 
25 per cent of the current output of which is absorbed by 
the arts and industries, and the demonetization of which 
in some countries has released further large quantities, 
the role of principal buyer having been filled by the U.S. 
to the tune of more than the entire world output of recent 
years. Without this accumulation of silver by the United 
States, the metal undoubtedly would have fallen in price. 
Gold would be in a similar position should its monetary 
function for any reason be lost. Commercial uses of course 
would elastically expand at lower prices but not enough 
to maintain them. 

The testing, refining, dividing and stamping of precious 
metals were needed functions early undertaken by gold- 
smiths, money changers and others directly concerned with 
the handling of money. Rulers and governments later sup- 
planted them. Precision in weights and quality was at- 
tained but slowly, and the records also tell of much dis- 
honesty. Nevertheless this principle finally emerged, that 
a coin should be worth just a slight fraction more than 
the precious metal which it contained, the difference being 
a legitimate charge for the cost of minting. The money 
was what it professed to be. Thus in the middle ages in 
England, a pound of silver was coined into 240 pennies, 
which ratio is embodied in the table of Troy weight still 
used for precious metals, and in the relation of the British 
penny to the British pound. The standard weight of the 
British gold sovereign in recent times was 123.27447 grains 
of gold, 11/12 fine. The United States dollar of a few years 
ago, and also the Canadian dollar, contained 25.8 grains 
of gold 90 per cent fine, or 23.22 grains of pure gold, so that 
one ounce of gold made 20.67 dollars. The producer of 
gold, on delivering it to the mint, could get the minted 
coin in that ratio, less a slight charge for the operation. 
These figures did more than set a “price” for gold; they 
actually expressed the gold content of the currency. At 
the same time they fixed the ratio between one currency 
and another, and thereby set the par of exchange. Thus 
the gold in the British sovereign was 4.866 times the 
amount of gold in the dollar. Since that time, the gold 
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content of the U.S. dollar has been reduced to 13.714 grains 
of pure gold, setting a price of $35 per ounce. 

A dishonest mint operator could make an illegitimate 
profit by debasing the coin, that is, by cutting down the 
amount of gold in it. This was the first depreciation of 
the currency, and on occasions was practised to such a 
degree by needy rulers and governments that restoration 
of the gold content became apparently hopeless, and the 
legal content was reduced to what was felt could be achieved 
and maintained. The result has been successive reductions 
in gold content, and consequently in the amount of cur- 
rency which corresponds to an ounce of gold. In England 
in 1300, gold coins were at the rate of about 20 shillings 
to the ounce. The corresponding proportion a few years 
ago was about 80 shillings to the ounce. 


Legal Tender 

After or coincident with coinage, the next step was 
establishment of the money as legal tender. This merely 
declared it to be the valid means of payment. It did not 
fix the price of a commodity, but meant that if a pig was 
sold for two shillings, then two shillings of the coin of the 
realm was legal payment, while if a debt were incurred, 
it could be repaid by the specified amount of legal tender. 

Another development followed from the fact that any 
money material that was cheap enough for small items was 
too bulky to represent large sums, and conversely a material 
of high value became too difficult to handle in very small 
units. The tendency has been to make the material of 
highest value the official money so as to cover the largest 
requirements, and to relate to it in a defined ratio a cheaper 
metal for small transactions. Almost every combination 
has existed at some time, gold and silver being used as a 
rule for the higher denominations, and copper, lead, iron, 
etc., for the lower values. The most popular combination 
of recent times has been more complex, starting with gold 
as the standard, and using silver for the next series of 
values, then dropping to some kind of nickel alloy, and 
finally to copper or bronze. An effort was made to give 
gold and silver an equal monetary status in a sixteen to one 
ratio, but it usually happened that, in the metal markets 
of the world, prices varied from this ratio, with the result 
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that a person could buy the cheaper in the commodity 
market, then exchange it for the dearer through the coinage 
system, and start over again, which had the effect of driv- 
ing either silver or gold out of circulation. 

The net result of these trials and errors is that coins 
other than gold are purely subsidiary or token, maintaining 
their value as money not through their metal content but 
through their exchangeability, in the required aggregate, 
for the gold coin. Thus the Canadian silver “dollar” con- 
tains 6/10 ounce of silver which, at say 50 cents an ounce, 
is worth only 30 cents in silver content, but it is exchange- 
able for a legal tender dollar; and when gold was available 
five silver dollars could be exchanged for a five dollar gold 
piece which did contain their full value in gold. Needless 
to say, while there could be no profit in illegal minting of 
gold at its full value, there has to be strict protection 
against counterfeiting of the token moneys. 


Paper Money 

It is still a far jump from these “hard” moneys which 
served through thousands of years, in various degrees of 
purity and debasement, to the paper money world in which 
we live today. How was this bridge gapped so quickly? 
The first step was the practice of using orders on a gold- 
smith in place of the actual metal. A merchant of means 
would leave gold in the strong-box of a goldsmith for safe- 
keeping, and hold a receipt for it. He could then make a 
payment for goods by merely endorsing the receipt, or, 
better still, by issuing an order or draft on the goldsmith 
for the required amount. That was the origin of the gold 
note and also the birth of the modern business of banking. 
As the business grew, it was found that all the gold would 
never be demanded at once. In fact it tended to stay in 
the vaults, and to be increased by further deposits of new 
gold, while business was done with paper orders, unless 
the solvency of the depositary came under suspicion. Con- 
sequently it became possible for the goldsmith or banker 
to have more paper outstanding than he had gold on hand, 
which position he could achieve through the judicious lend- 
ing of some gold or paper. The growth and prosperity of 
business encouraged such borrowing at interest and later 
caused such a stream of interest earnings to flow into the 
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banker’s hands that he in turn, through competition with 
others of his kind, was obliged and even anxious to pass 
some interest along to his depositors. The problem of 
banking for a long time was to arrive at a normal or safe 
ratio between gold on hand and deposit and other liabilities, 
and to guard against the constant hazard of a panic or 
unusual demand for redemption. Governments took a hand 
in the situation, and all phases of banking were brought 
under their control. That stage was reached by the begin- 
ning of the present century. There was a vast expansion 
in the business of banking, but it was still firmly anchored 
to gold. 


Central Banking 

The next step was the development of central banks 
as more or less direct arms of the governments themselves. 
Nearly every nation now has a central bank, and moreover 
has given it either a monopoly or supremacy in the matter 
of note issues, and a general control over other banks. 
While this has been going on, there has also been a widen- 
ing breach between gold holdings and liabilities, ratios 
dropping to 50 per cent, then to 25 per cent, and finally 
leading, under pressure of war and other disturbances, to 
complete abandonment of any attempt to keep enough gold 
to meet redemptions. Needless to say, gold redemptions 
have gone by the board. Even the gold clause which had 
been inserted in numerous debt contracts for the express 
purpose of protecting the creditor against money deprecia- 
tion, has been set aside by laws and court decisions which 
provide one of the strangest chapters in financial history. 
Finally, all gold has been expropriated by the governments. 

It is amazing that, within the space of a single genera- 
tion, from 1914 to 1934, gold was entirely removed from 
the ken of the citizen, who is now compelled to do business 
in terms of money. which is a mere husk of its former self. 
Gold keeps on being produced at a merry pace, because the 
governments buy it up eagerly with their paper money, 
and just as promptly it goes back under ground again, 
unless and until needed for an international settlement. 
The fact that through these settlements nearly all of the 
gold has piled up in the United States is a side issue, 
though a momentous one in its own right. 
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A paper money divorced from metallic backing is 
known as “fiat” money. Its only right to existence is the 
government’s decree that it is money, its value in exchange 
hinges entirely upon the willingness or necessity of others 
to accept it, and its stability depends upon its volume in 
relation to commodities. Governments and central banks 
today are juggling paper moneys and public debts in a 
paper world that is fantastic. They may hope to keep the 
structure afloat and in some kind of balance, but there is 
little support for this confidence, either in history, or in 
logic, or in the political circumstances of our time. 


Income Tax Appeal Dismissed 


The case of W. G. Lumbers v. the Minister of National 
Revenue, which in the Exchequer Court of Canada last year 
was decided against the appellant, has also been dismissed 
by the Supreme Court of Canada. The main point at issue 
was the tax status of monthly income payments under a 
life insurance endowment policy. Under this policy the 


assured had, at the end of a specified endowment period 
and subject to the payment of a specified number of prem- 
iums, the option of receiving the commuted value of the 
policy in a lump sum upon surrender of the policy, or 
monthly income payments as stipulated in the policy. The 
court held that such a policy was not an annuity contract 
and therefore not like a Dominion government contract. 


The reasons for judgment were expressed by Justice 
Hudson, concurred in by the Chief Justice and Justice Ker- 
win; and by Justice Rand, concurred in by Justice 
Taschereau. 


The reasons were given by Justice Hudson as follows: 


The appellant made a return for the year 1940, showing as income 
received in that year $1500 from an annuity paid by the Mutual Life 
Assurance Company. He claimed an exemption in respect of same to 
the extent of $1200. This claim to exemption was disallowed by the 
minister on the ground “that under the provisions of section 3(b) of 
the Act income includes annuities or other annual payments received 
under the provisions of any contract except as in this Act otherwise 
provided: that the provisions of paragraph (k) of section 5 of the 
Act are not applicable as the said annuity contract was not similar 
to those issued by the Dominion government and the decision of the 
minister in this respect is final and conclusive and that under no 
other provisions of the Act is the said annuity exempt from tax”. 
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An appeal to the Exchequer Court was dismissed. 

In 1918 the appellant insured his life with the Mutual Life Assur- 
ance Company. Under the terms of the policy, upon paying his 
premiums for twenty years he became entitled at his option to either 
a lump sum or annual payments for the remainder of his life. In 
case of his death his representative was entitled to substantial benefits. 
It was in fact what is commonly called an endowment policy. 

The appellant completed his annual payments and on the 13th of 
January, 1939, he signed what was called “a direction re optional 
settlement” by which he elected to receive annual payments rather 
than a lump sum. It is the amount received from this source in the 
taxation year of 1940 which gives rise to the present controversy. 

Although the appellant claimed in his return exemption to the 
extent of $1200 only, in these proceedings he has claimed alterna- 
tively that the whole amount received is exempt under the provisions 
of the amendment to the statute of 1930, or in the alternative to an 
exemption to the extent of $1200 under the provision of 1932. He also 
claims that the payments were in the nature of a return of capital and, 
therefore, not taxable under the Act. 

The relevant statutory provisions are as follows: “3. For the pur- 
poses of this Act ‘Income’ means the annual net profit or gain or 
gratuity .... received by a person from.... (b) annuities or other 
annual payments received under the provisions of any contract except 
as in this Act otherwise provided.” 

The deductions and exemptions allowed are specified in section 5 
of the Act as follows: 

“5. ‘Income’ as hereinbefore defined shall for the purposes of this 
Act be subject to the following exemptions and deductions: ... (k) 
The income arising from any annuity contract entered into prior to 
the twenty-fifth day of June, 1940, to the extent provided by section 
three of chapter twenty-four of the statutes of 1930 and section six 
of chapter forty-thrée of the statutes of 1932 . . . The decision of the 
minister in respect of any question arising under paragraphs... and 
(k) hereof shall be final and conclusive.” 

By the statutes of 1930, chapter 24, section 3, paragraph (k) it 
was provided: “(k) the income to the extent of five thousand dollars 
only derived from annuity contracts with the Dominion or provincial 
governments or any company incorporated or licensed to do business 
in Canada effecting like annuity contracts . 

By the statutes of 1932, chapter 43, sarebiedts (k) above referred 
to was repealed and the following substituted therefor: “(k) twelve 
hundred dollars only, being income derived from annuity contracts 
with the Dominion government or like annuity contracts issued by 
any provincial government or any company incorporated or licensed 
to do business in Canada.” 

To entitle the appellant to total exemption under the statutes of 
1930 the payment must arise from an annuity contract with a com- 
pany “effecting like annuity contracts” (that is, annuity contracts 
like those being issued by the Dominion or a province). 

It is fairly clear on the evidence that the contract entered into 
in 1918 was not like any contract then being issued by the Dominion 
or by the provinces. It was so held by the minister and by the learned 
president in the court below and I agree with them. 

But it is contended that the exemption given by the statute extends 
to annual payments made by companies who in fact sold annuities 
similar to those issued by the Dominion or a province, even if the 
particular contract in question was unlike any of those so issued. 


JUNE 1944. 369 















THE CANADIAN CHARTERED ACCOUNTANT 


The wording of the section lends some colour to this argument, 
but when parliament was legislating about annuities it gave exemption 
to some but not all annuities and the purpose seems to have been to 
extend such exemption to those issued by companies. No reason is 
suggested for granting a greater privilege in respect of money paid 
under contracts of private companies than those procurable from the 
government. I am of the opinion that this contention fails. 

Under the amendment of 1932 this question does not arise. The 
language is “annuity contracts with the Dominion or like annuity 
contracts with companies”. 

It is next contended that when the option was exercised in 1939 
the contract had been stripped of all insurance benefits and what 
remained was in fact only an annuity contract similar to those issued 
by the Dominion. 

The rights of the appellant and the obligations of the company 
upon the exercise of the option were determined by the contract of 
1918. The payments made by the company to the appellant were made 
in fulfilment of its promise made in 1918. What is spoken of as an 
exercise of an option was properly called in the instrument itself a 
“direction” and it was a direction as to how the benefits which had 
accrued to the appellant should be satisfied. I am of the opinion that 
the appellant fails on this point. 

The appellant also raised in this court for the first time a claim 
that the payment in question was in the nature of a return of capital, 
citing the decision of this court in Shaw v. Minister of National Rev- 
enue, 1939 S.C.R. 338. Subsequent to that decision, paragraph (b) of 
section 3 of the Act as considered in the Shaw case was repealed and 
there was substituted therefor the following: “(b) annuities or annual 
payments received under the provisions of any contract except as in 
this Act otherwise provided.” It was argued on behalf of the minister 
that this amendment no longer left room for the argument which was 
successful in the Shaw Case and with this I agree. 

Another argument pressed upon us was that by the final clause of 
paragraph (k) of section 5 the decision of the minister was final and 
conclusive. Having come to the conclusion that the decision of the 
minister that there was no like annuity contract in the present case, 
it becomes unnecessary to decide whether or not the decision of the 
Minister is conclusive. 

I would dismiss the appeal with costs. 


Reasons Expressed by Justice Rand 


Justice Rand expressed his reasons as follows: 

This is an appeal from the Exchequer Court which upheld a ruling 
by the minister of national revenue that a payment of $1500 received 
by the appellant during the year 1940 was not income arising from 
an annuity contract within the exemption provisions of the Income 
War Tax Act. 

The contract, under which monthly payments of $125 were made, 
was entered into in the year 1918. In general, its terms provided for 
the payment of annual premiums for twenty years upon the comple 
tion of which the insurance company, subject to a lump sum com- 
muted value option, would pay to the appellant, the insured, the sum 
mentioned during his lifetime, and at his death, to his wife for her 
lifetime. Underlying both these life interests was a guaranteed period 
of twenty years. During the payment of the premiums the contract 
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constituted a policy of insurance and, on the death of the insured, 
the monthly sums would become payable to his wife, if then living, 
for her lifetime with the same guarantee of twenty years. There was 
provision also for the payment of dividends both during the endow- 
ment period and thereafter, and as well for cash surrender values, 
loan values and paid-up term insurance options. Both the assured 
and his wife were living on January ist, 1939, when the policy ma- 
tured and when the monthly instalments became payable. 


In 1930 the Income Tax Act was amended to the effect that income 
to the extent of $5,000 derived from annuity contracts with the Do- 
minion or provincial governments or with a properly licensed incor- 
porated company “effecting like annuity contracts” should be exempt 
from taxation. In 1932 this was in turn amended by reducing the 
amount of exemption to $1,200 but preserving the exemption of the 
1930 legislation to all contracts entered into prior to May 26th, 1932, 
when the 1932 Act came into force. In 1940 a further amendment was 
made by which the exemption was limited to the income arising from 
an annuity contract entered into before the 25th day of June, 1940, 
to the extent provided by the legislation of 1930 and 1932. 


No question arises as to whether these annual sums are or are 
not income within the definition of that term in the Income Tax Act. 
The amount received during 1940 was included in the return of the 
appellant and it is only on the question of the right to the exemption 
claimed that this appeal turns. 


The amendment of 1930 provided that the decision of the minister 
in respect of any question arising under the paragraph dealing with 
annuities should be final and conclusive. Such a question did arise 
under that paragraph, section 5 par. (k), and it was whether the con- 
tract of the appellant was one “like” an annuity contract of the 
governments mentioned. Some point was made that the language of 
the 1930 amendment, “income . . . derived from annuity contracts 
with . . . any company incorporated or licensed to do business in 
Canada effecting like annuity contracts” characterized only the com- 
pany and not the actual contract and it was argued that, as admittedly 
the insurance company in question did both in 1918 and 1939 issue 
contracts of the same sort as those made by the Dominion and provin- 
cial governments, the contract in the case, being an annuity contract 
issued by such a company, was, therefore, within the exempting legis- 
lation. On its true construction, however, the language used in 1930 
must be taken to refer not only to the company but to the contract 
out of which the payments arise and the question remains whether 
or not the contract upon which the appellant stands is an annuity 
contract like those at the time issued by the two governments. 


Whether, at the time it was made, the contract could properly be 
described as an “annuity contract” is extremely doubtful. It was 
argued to be a contract of insurance plus annuity. But it is also 
contended that, whether or not it was so before 1939, on January 
1st of that year all insurance features had dropped and that at that 
moment it had become both an annuity contract and one with the 
characteristics of government contracts. It is then urged that in each 
case the question to be asked under the Income Tax Act is this: 
what is the nature of the obligation under which the income is paid 
at the moment when it is paid? And from these premises the conclu- 
sion of exemption is drawn. 

In the amendments made in 1930, 1932, and 1940, what is dealt 
with is an “annuity contract entered into” prior to certain dates. That 
language is plain and well understood. The contract here was entered 
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into in 1918 and the payments arising in 1939 flow from the obligations 
then created. What is contemplated is an annuity contract as of 
the time of its being made and not as of any moment thereafter which 
may mark the beginning of some stage of performance under it. 

The essential characteristic of the government annuity agreement 
is that the benefits shall be fully purchased by the annuitant. That 
may be either by one payment or by a series of payments, but until 
the price has been received the right to the annuity does not arise. 
In the contract in question, for the first twenty years there was pres- 
ent a fundamental obligation of insurance for which there was no 
purchase in the annuity sense. Assuming, then, that it was an annuity 
contract, a point which I do not find it necessary to decide, the circum- 
stance of insurance and the other differentiating features mentioned 
were ample grounds, I should say, upon which the minister could rule 
that the contract was not “like” a government annuity contract. No 
error in the interpretation of the statute on his part has been shown 
and, if this exercise of judgment is not within his exclusive field of 
determination, I should feel at a loss to know in what circumstances 
such a ruling would not be reviewable. 

The decision of the president of the Exchequer Court was, there- 
fore, right and the appeal should be dismissed with costs. 


INCOME TAX INTEREST 


Interest chargeable on income taxes due by ex-service 
men is modified by the following order in council (P.C. 
115/3088) approving a minute of the Treasury Board dated 
27th April 1944: 


The board recommend that under the provisions of the War 
Measures Act, members of the armed forces and of the auxiliary 
services, who have served outside of Canada and who have returned 
to Canada, be allowed to pay any outstanding income tax liability 
which was payable before they left Canada, or became payable during 
the time they were serving outside of Canada, at the following rate 
of interest in lieu of the interest as now provided in the Income War 
Tax Act, namely: 


If the tax is paid within one year from the date on which the 
taxpayer returned to Canada, no interest will be payable for the 
period during which he was outside of Canada. Thereafter the tax 
will bear interest at the rate of five per centum per annum. 
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An Auditor’s Views On Office Operation 


By The Late D. H. McCannell, C.A. 
Toronto, Ontario 


(An address delivered at a meeting of the National Office Management 
Association on 26th January at Toronto.) 


Mest auditors in public practice have more direct contact 
with office problems of companies of moderate size than 
they have with the very large companies. This is natural 
in that the larger companies very often have an internal 
audit and the shareholders’ auditor may perform a “bal- 
ance sheet audit” only, attending once a year. In the 
smaller companies and where a detailed audit is performed 
periodically throughout the year, the auditor comes in 
closer touch with the management and the personnel of 
the office. He often learns of difficulties as they arise and 
occasionally he is asked for suggestions and assistance. 

I am sometimes asked (as recently as the last meeting 
I was asked by another member) : “Why doesn’t an auditor 
make more suggestions to the management on matters con- 
cerning the accounting and general office routine of a 
client ?” 

The inference in the question does not always hold but, 
generally speaking, it raises a point of auditor-client rela- 
tionship. An auditor is engaged for a purpose, that of 
verifying the position of the company, satisfying himself 
that all revenues have been accounted for and that there 
have been no improper expenditures, and reporting back to 
the shareholders. j 


Scope for Discretion 

An auditor must use the utmost discretion. He would 
be remiss in his duties if he did not report and suggest 
change where, in his opinion, the system, or routine, or the 
allocation of work did not give effect to an adequate intern- 
al check against the possibility of dishonest or fraudulent 
practices. On the other hand, suggestion for change in sys- 
tem, routine, or allocation of work for the general improve- 
ment of the office organization, if not asked for, may involve 
the auditor in differences with executives or staff which 
might lessen the co-operation he receives from the organi- 
zation. 
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An auditor has a great deal of interest in the general 
efficiency of the routine of an office. To some extent the 
closeness of his examination of certain matters is based 
upon his confidence in the organization and internal super- 
vision and check. Even in a detailed audit he has to use 
some discretion as to what will be checked completely and 
what will be tested. The cost would be prohibitive and the 
results obtained would not be warranted if an auditor un- 
dertook to check every detailed calculation. No hard and 
fast rule can be laid down limiting what he should or should 
not do on a detailed audit. He should use his judgment and 
check or test to a point where he is reasonably assured that 
the work is accurate and that fundamental principles of ac- 
counting have not been violated. An auditor must con- 
stantly keep before him the possibility of embezzlement. It 
is always a danger signal to him when records are not kept 
up to date. 

An auditor, as a rule, finds little to complain of in gen- 
eral accounting systems. The principles of bookkeeping or 
accounting are well understood. A bookkeeper employed by 
one company, on changing his position, can adapt himself 
readily to the accounting system in his new position. No 
one needs to tell him of the necessity for regular balancing. 

Based on my experience I would say that, in general 
accounting systems, the most common weakness and in- 
adequacy is in failing to maintain a plant and equipment 
ledger. Time after time I have seen sets of books properly 
written up, regularly balanced, with subsidiary ledgers for 
every other purpose up to date and on control, but no plant 
ledger maintained to show the cost, date of acquisition, 
description and locality of various pieces of plant. The 
plant and equipment account in the general ledger is a 
jumble of total expenditures and, when an item is sold, 
there is not sufficient detailed record to show the cost, the 
accumulated reserve for depreciation and the capital profit 
or loss on the sale. This is particularly true with a com- 
pany which may requisition material from stores and ex- 
pend its own labour on the construction, erection or instal- 
lation of a piece of plant. 

Cost Systems 

I think it cannot be denied that the greatest weakness 
in the records of most manufacturing companies, the slop- 
piest work and the most jnefficiency are found in cost sys- 
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tems. As a rule, costing is less subject to standardization 
and uniformity than any other department of the office. 
You will often find in a cost department men who are poorly 
trained, who haven’t grasped the fundamental principles 
underlying the system, and who are “swamped” with detail. 
Often the system itself is too elaborate and too costly. 

Sometimes fluctuations in material costs are not reflect- 
ed in the costing of requisitions. Overhead rates, whether 
machine hour or percentage of direct labor, are not re- 
viewed with sufficient frequency to take cognizance of 
changing conditions. Often the cost system is not dove- 
tailed with general accounting records. Accuracy of sys- 
tem is not proved by frequent checking of physical with 
book inventories. Unit costs are often not known until 
long after the goods are shipped. I believe that, in the 
future, manufacturing companies will spend a great deal 
more time and money in the development and simplification 
of cost systems. One particular interest that an auditor 
has in a cost system is in the determination of unit values 
for inventory pricing. 


Old Records 

This may seem a minor matter from the standpoint of 
office administration but I have rarely seen in offices a 
complete, comprehensive, well thought out and properly 
executed plan for the preservation of records once they 
cease to be current, nor a consistent plan for the disposition 
of that part of the records which it is deemed safe to de- 
stroy. You have all been in storage vaults where the rec- 
ords of years of past history are jumbled together in all 
kinds of makeshift binders without labels, where important 
records are mixed with records which should have been de- 
stroyed years ago, in short, where it is practically impos- 
sible to obtain information of prior years which may be re- 
quired very urgently. 

In recent years, and since there has been a wider dis- 
tribution of stock of public companies, there has developed 
some criticism of the annual published statements of com- 
panies. Personally I think the criticism is somewhat jus- 
tified and the auditor must accept his share of the blame. 
After all, the shareholders are the owners of a business and 
should have a right to information. The tendency has been 
to make the annual profit and loss statement and balance 
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sheet as lacking in information as possible. I think public 
opinion will, in future, have a tendency to require companies 
to publish much more informative statements, 

Common to all offices, large or small, is the personnel 
problem. (I am speaking now of normal conditions and not 
of wartime conditions with the consequent manpower short- 
age when an office manager is compelled to make use of 
some staff which ordinarily he would not consider en- 
gaging.) 

Ninety per cent of the work of an office is routine or 
clerical, a continual repetition of operations which, taken 
separately, are simple; the remaining ten per cent of the 
work is technical, where decisions have to be made, new 
ground broken, unusual accounting problems met, revisions 
in accounting or cost system made to cope with altered 
policy or development of new conditions. 

Every operation in a company, no matter how small, is 
preceded or followed immediately by a written record. A 
sweeper or a machine operator punches a clock and makes 
a daily time report. Material is obtained from stores on a 
written requisition. Orders are placed for material and 
supplies on order forms, received on receiving slips, charged 
for on invoices and paid for by cheques. Sales are first rec- 
orded on forms for the purpose. Production department 
orders are issued and, in due course, delivery tickets, bills 
of lading and invoices are made. Even the president, in 
making a trip, files (or should file) a detailed expense state- 
ment. 


The Office Manager 

With few exceptions employees in an office, whether 
general office or plant office, are engaged in preparing or- 
iginal records of transactions as progressively they occur 
or in classifying and summarizing them. Planning and 
directing the execution of the vast amount of detail, seeing 
that it is done with the least possible chance of error, and 
on time, are some of the principal functions of the office 
manager. He is the co-ordinator, the link that “ties up” 
the efforts of the office staff to produce the information 
upon which the past is reviewed, the present known and 
the future forecast. The manager of an office has his best 
opportunity to develop and exhibit his executive ability in 
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selecting and engaging staff, and in placing members of the 
staff in the positions in which they will do the most effective 
work. 

In considering a man for a position his ability, training 
and experience are only a part of the necessary qualifica- 
tions. Equally important are his loyalty to his employer, 
his industry, personality, enthusiasm in his work, ambition 
to gain advancement, ability to co-operate with others and 
to inspire their confidence and respect. 

From my observation some men in charge of offices 
make the serious mistake of trying to do too much of the 
work and burdening themselves with duties which, with 
patience and perseverance, others could be trained to 
handle. I have seen many men carrying the responsibilities 
of offices, working long hours, always under pressure and 
never finished. 

It seems to me that the office manager should endeavor 
to delegate all matters of a routine or repetitive nature; he 
should leave himself free, in broad terms, for planning, 
organizing and supervising. If he becomes immersed in 


minute detail, he cannot possibly keep before him the over- 
all picture of the office; he cannot detect weaknesses before 
they become apparent through the lack of results. It is 
results for which the office manager is engaged. 


The Office Staff 

The aims of every company are to give full value, good 
service, and by every fair means to earn as large a return 
as possible on the capital invested, and by so conducting 
the business, to warrant a continuance or an increase of 
public confidence in its products or services. The aim of 
every employee should be to support the aims of the com- 
pany and not lose sight of the fact it is “in business to 
make a profit”. It occasionally happens in offices that some 
employees become imbued with the idea that they owe their 
whole allegiance, loyalty and support to the department, or 
the head of the department, in which they are employed. 
This carried to extremes may result in jockeying for posi- 
tion or favors from department heads and cause dissatis- 
faction and discontent in other departments. It also 
hampers the development of a highly desirable elasticity in 
the whole organization. The office manager should never 


JUNE 1944. 377 





THE CANADIAN CHARTERED ACCOUNTANT 


lose an opportunity to promote the fundamental idea that 
everyone is working for the company. 

In considering the direction of staff I will not waste any 
time on instruction brochures, commonly known as manu- 
als. No office of any size, if it hopes to attain a degree of 
efficiency and uniformity, can do without one and possibly 
few attempt it, even if it may be only a scrap book in 
which copies of memoranda to staff are inserted. 

One very large office in Toronto has its manual put in 
reverse and charted for the assistance of the office manager 
and other department heads. Thus, if the manual requires, 
say, journal vouchers to be submitted to the office manager 
for approval once a week, this fact is noted on the chart 
with spaces to be checked when they have been so sub- 
mitted. 

No matter how explicitly the instructions are given, if 
there is neglect in following up to see that instructions are 
carried out, carelessness will develop. If, for some reason, 
journal vouchers are not submitted for two weeks and noth- 
ing happens, it will not be long until perhaps a month 
elapses before they are submitted. 


If a company demands so much in the staff it employs—- 
and it is certainly right that an office manager should use 
every means in his power to build around him the most 
efficient, smooth running organization—it seems to me that 
the office manager also should always keep before him the 
standpoint of his staff. 


Elements of Weakness 

There are several things that help to break down morale 
in a staff and weaken an organization. These are only a 
few: 

(1) Advancement on a seniority of service basis in 
which promotions are given to long term employees with 
little regard to the demonstrated capacity of newer or 
younger employees. (This is a most common complaint in 
some branches of the civil service.) 

(2) Engaging of relatives or friends of directors or of- 
ficers and putting them in line for promotion ahead of 
those more capable or more experienced. (This is some- 
thing about which the office manager may not be able to do 
very much.) 
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(3) Keeping employees for long periods of time on one 
particular job which does not give them an opportunity to 
develop or to grasp more of the overall picture of the func- 
tions of the office. 

In any office there are periods, possibly in a month, in 
a quarter or in a year when certain departments or individ- 
uals are overtaxed by reason of seasonal nature of the work, 
or around balancing dates, or an inventory time or because 
interim statements or reports are required. It always hap- 
pens at year-end closing. On the other hand, there are 
periods in most offices when some departments or individ- 
uals are relatively slack. 

I think more harm is done to the discipline and efficiency 
of an organization from frequent periods of comparative 
inactivity for certain departments or individuals than from 
an excess of “pressure” periods. 

It is my opinion that one of the more important duties 
of the office manager in analyzing the work and allocating 
staff is to take into consideration that, apart altogether 
from the fact that idle time must be paid for, every effort 
should be made to see that each assistant has enough work 
every day to keep him busy. , 

In most offices there is a certain omens of “non- 
demand” work, which may be scheduled and allocated to in- 
dividuals or departments for completion at times which 
ordinarily are slack. 

Each year I have a greater appreciation of the work of 
the men who are directing and carrying the responsibilities 
of commercial and financial offices. I am satisfied the gen- 
eral public has little conception of the problems and diffi- 
culties encountered and the pressure which often must be 
faced. 

Just consider for a moment the office manager’s position 
during the last four years—volume of business in most lines 
increased many times (I know of one company in Toronto 
which has been in business over thirty years and in 1943 
did sixty times its 1934 volume); governmental reports 
probably doubled and made more complicated; payroll com- 
pilation rendered more involved; necessity to prepare for 
treasury board cost audits; necessity for observing govern- 
ment restrictions and regulations; overcoming difficulties 
and delays in obtaining materials. The younger office men 
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have enlisted or been called for military service and the 
office manager has had to use many insufficiently trained 
assistants. 

I think when credit is being given to companies for war 
effort and the unprecedented results which have been ob- 
tained, a fair share of such credit should go to the office 
managers. 


THE CHARTERED ACCOUNTANTS’ CLUB OF OTTAWA 
(Reported by Eric Fricker, C.A.) 


The annual dinner of The Chartered Accountants’ Club 
of Ottawa was held on Monday, April 24th, 1944, at the 
Chateau Laurier in honour of Mr. H. G. Norman, C.M.G., 
president of The Dominion Association of Chartered Ac- 
countants. 

Mr. W. A. McKague was introduced to the club by 
Mr. B. A. Armstrong, president of the club, and welcomed 
as a guest in his capacity as secretary of the Dominion 
Association. 

President “Bert” announced that out of some 150 
chartered accountants resident or “stationed” in Ottawa, 
over 90 once more were members of the club. After a brief 
review of the very interesting meetings during the past 
winter, he introduced Mr. H. G. Norman, whose inspiring 
and challenging address is to be found elsewhere in this 
issue. 

The speaker was warmly thanked by the writer. 


REACHING FOR THE CHECK 

Three salesmen were eating dinner in a Washington 
hotel. The bill was $30 and all reached for the check. The 
first fellow said his firm was in the 50% bracket, doing 
war work, and that the bill actually would cost him only 
$15. The second man said, “Let me pay it. We’re in the 
80% bracket and it will cost me only $6.” The third one 
said, “I’ll pay the check. My firm is working on a cost 
plus basis and we’ll make $3 on the meal.”—Chicago 
Tribune. 


380 












SALES STATISTICS 


Sales Statistics 
By F. Bradshaw Makin, F.C.I.S., F.R. Econ. S. (England) 


7 economists often say that “profits are the rent of 
ability” implying that real profits are only earned by 
those who are efficient business administrators or con- 
trollers. In normal times there is considerable truth in the 
economists’ statement, but under the present war economy 
many profits arise not from the exercise of business acumen 
or efficiency, but as a result of purely fortuitous circum- 
stances. This feature tends to breed a complacency which 
sometimes develops into lethargy and cannot be other than 
harmful, particularly to the younger business man. Like 
many other so called good things, easy profits will come 
to an end, and after the war many businesses will be faced 
with a hard struggle to hold their own. The scientific ad- 
ministration of a business unit will become essential if 
maximum efficiency is to be attained. Accurate costing, 
strict control of expenditure, regulated production, care- 
fully detailed market analyses, and properly formulated 
selling methods are all of the utmost importance if true 
economical working as a whole is desired. 

It is in the scientific approach to the many problems of 
business that properly prepared statistical data, whether 
graphically or otherwise presented, can be of material 
service. In the average business concern the accountant 
is the one person who, by reason of his training and posi- 
tion, is best fitted to fill the office of statistician. He should 
be able to produce, for use of the board of management, 
data which will enable the responsible controllers to obtain 
a comprehensive view of the business as a whole—in other 
words the wide view. 


Sales Problems Neglected 

Whilst it is readily agreed that many accountants do at 
present compile most useful data respecting the manufac- 
turing activities of a business, it must also be admitted that 
few of them give the same attention to the selling side. 
This failure to prepare and present sales statistics is par- 
ticularly regrettable. No profit accrues until a sale is 
made. A concern may produce at a most economical rate 
and be exceedingly efficient on its manufacturing side, but 
fail to make progress because its selling plan or policy is 
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incorrect. Anything then that will prove of assistance in 
the framing and operating of a scientific sales policy is 
worthy of more than passing consideration. It is the writ- 
er’s firm conviction, born of actual experience, that prop- 
erly compiled sales statistics are indispensable in planning 
large scale selling activities. 

Full information on sales is absolutely essential, there- 
fore every concern which wishes to progress ought to ar- 
range for a comprehensive, regular analysis of its sales 
from every utility angle. There should be readily avail- 
able detailed information on the geographical distribution 
not only of total sales but of each separate product or 
group of products marketed. Details of the general trend 
of each product, by areas and districts as well as in total, 
should be compiled and studied in relation to estimated 
sales quotas, advertising campaigns, price level changes 
and distribution methods. Data on the sales volume of 
each individual salesman, district, and area on a product 
basis should be regularly prepared and brought under con- 
stant review. 


Two Executive Interests 


In approaching the problem of arranging for the com- 
pilation of sales statistics as outlined above, it must be 
borne in mind that the data is being prepared for the help, 
guidance and information of at least two separate execu- 
tives. There is first the board of directors who desire data 
of a broad or general nature. The board will normally be 
interested in the trend of sales on a product, district or 
area basis, and they will not have any wish to be presented 
with too much detail. On the other hand the sales manager, 
for whose use the statistics are also compiled, is vitally in- 
terested in the sales volumes of individual representatives, 
and product sales per district or area. 

Where there are a number of salesmen employed, and 
particularly where the salesmen sell direct to the consumer, 
complete details of each man’s sales are necessary. In 
many offices this information can be compiled with the 
minimum of trouble and staff if it is “tied in” with the 
normal accounting work and done as part of that work. 
For example, it is frequently possible to arrange for the 
daily invoices to be made out in duplicate, the copy being 
used for statistical purposes. Should the commodities being 
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sold be of such a nature that they are capable of a unit clas- 
sification, such as the cwt., the yard, dozen, or gallon, then 
it is a simple matter to enter the daily sales both in quan- 
tity and value on a salesman’s record card. In this manner, 
weekly, monthly, quarterly and yearly sales details can be 
readily compiled for each salesman. Data such as that out- 
lined can be of the utmost value to both the sales manager 
and the board. To obtain details of the sales of any par- 
ticular commodity, or for areas or districts, all that is 
necessary is the listing from the record cards of the sales 
of the commodity, area or district. 


Monthly Statements 


For the purpose of keeping the general trend under 
review, a monthly statement can be prepared showing the 
total sales analyzed under commodity headings, etc., to- 
gether with figures for the corresponding month of the 
previous year. Cumulative figures to date for the past and 
current year can be shown at the foot of the statement so 
that the trend can be seen at once. This type of table is 
primarily prepared for use of the board, who will of course 
wish to study the general trend of sales in total on a com- 
modity or brand basis. 

When a summary of the geographical distribution of 
sales is required, all that is necessary is the listing from 
existing records of the sales made by representatives in the 
particular areas concerned. In this connection, it is ad- 
visable to divide the territory covered into areas on a geo- 
graphic basis and sub-divide the areas in districts. A 
suitable basis may be say ten to twelve districts to each 
area. When studying details of area sales, the fact that 
the total sales for an area are on the upgrade does not 
necessarily denote that the sales position as a whole is 
quite sound. As there are a number of districts to an area 
it frequently happens that whilst most districts are main- 
taining or even increasing their sales volume, others may 
be falling below their usual quota. To keep track of this 
particular feature, it is a wise plan to sub-analyze the sales 
of at least one area per month, and prepare a return show- 
ing, in full detail, the district sales for the particular 
month. 

If district sales are continually kept under review, the 
sales manager will have immediate knowledge of any fall- 
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ing off on the part of individuals or districts, and so can 
institute the necessary enquiries without any delay. In 
fact it is only by a study of proper sales statistics regularly 
compiled that a sales manager can hope to keep in touch 
with the selling record of his men. Individual knowledge 
is necessary for the sales manager if he is to fill his office 
in an efficient manner. 
Statistics by Commodities 

A further point of more than passing importance is the 
periodic compilation of statistics showing the sales under 
brand or commodity headings. Unless sales are segregated 
in this manner, an erroneous idea may exist regarding the 
commodity distribution. The relation of the various com- 
modities to total sales may be a matter of grave concern 
when the rate of profit varies considerably, as the sales 
of low profit goods may be increasing at the expense of the 
more remunerative lines. Switches in sales are not always 
noted as quickly as one would imagine, and though a 
change of this nature is often of relatively slow growth, 
it is nevertheless quite possible for most material commod- 
ity movements to take place during one season with harm- 
ful results. Full knowledge of commodity distribution is 
also of considerable assistance to the manufacturing de- 
partment when framing estimates of raw material 
purchases and when arranging the general productive 
schedule. 


Sales Forecasting 
Sales forecasting is now practised either consciously or 
unconsciously by almost every manufacturer, for it will be 
agreed that no manufacturing activity is carried out except 
with the hope of an ultimate sale, which is based on some 
form of estimate, be it nothing other than an optimistic 
guess. If therefore sales forecasting is to be carried out, 
it is much simpler to prepare an estimate when sales 
statistics are in existence, and furthermore the estimate 
will be based on definite facts and should be of far greater 
accuracy. The study of total sales over a period of years 
should often enable some understanding to be obtained 
regarding the effect of price changes, market sensitiveness, 
cyclical movement and other similar matters of vital im- 
portance. 
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When a scientific estimate of area demand has been 
compiled, the continued failure of sales to reach the quota 
may force the realization that saturation point has been 
reached. This failure is also one that is not always fully 
appreciated in many instances. It may be quite possible 
for saturation point to be reached in certain areas owing 
to local prejudice, etc., whilst sales in general are still in- 
creasing. When accurate knowledge on these matters is 
available through correct interpretation of sales statistics, 
there is little danger of spending resources in attempting 
to develop areas which are already fully exploited. 


In a short article of this description it is only possible 
to touch the fringe of the subject of sales statistics, but it 
is felt that sufficient has been said to convince most read- 
ers of the possibilities. Anyone who has had actual experi- 
ence of the uses of sales statistics will agree that they are 
indispensable if a scientific policy is to be pursued and 
developed. 


HOW TO PAY A BILL 


Apropos of the “self-liquidating cheque” described in 
our April issue, an Edmonton reader reports the following: 


A was a man who had a small business and each Saturday he 
would go to B, a large general store, and cash his own cheque for 
the purpose of meeting his Saturday payroll, the cheque being payable 
to and endorsed by A. 

At the same time A owed B a personal account for supplies which 
was never fully paid up, and B, finding the amount was excessive, 
notified A this must be paid, whereupon A made out a cheque payable 
to B for the exact amount of the account and got the cash for it 
at B’s office. 

Some months later A received notice of an action being com- 
menced against him by B for his account so A produced the cheque 
referred to above properly endorsed—What could B do? 

MORAL—When you cash a cheque for anyone be careful to endorse 
on it what it was received for or get the endorsement of the person 
receiving the cash. 
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Plastics 


(Report of a meeting of The Chartered Accountants’ Club of 
Ottawa, by J. Blake Bell, C.A.) 

ON Thursday, March 23rd, 1944 the members of The 

Chartered Accountants’ Club of Ottawa were given a 
preview of the post-war possibilities of plastics by Mr. 
B. W. Keightley, advertising manager of Canadian Indus- 
tries Limited. Mr. Keightley dwelt briefly on the history 
of the plastics industry which, although it had its begin- 
ning some seventy-five years ago with the discovery of 
celluloid, has only started to come into its own within the 
last twenty to thirty years. 

Plastics are the products of chemistry and depend for 
their raw materials very largely on coal, water, air, lime- 
stone, cotton linters and wood pulp. Because of their 
chemical creation people are prone to expect too much 
from these wonderful man-made materials created from 
more or less readily available raw materials. Contrary 
to certain optimistic thought the speaker considered it un- 
likely that we will soon be riding in an automobile body 
made entirely of plastics. However, being engaged in the 
chemical industry, he would not say that such an eventual- 
ity was impossible. While plastics will undoubtedly be 
used more and more extensively in the manufacture of 
household gadgets, furniture and accessories, he expressed 
a doubt as to the possibility of any of the members present 
ever living in what could be truly termed a plastic house. 

Mr. Keightley pointed out that plastics have, for the 
most part, been developed because man needed them for 
some specific purpose, and heand his company did not share 
the view that plastics were about to supersede glass, wood, 
porcelain, rubber and even metal. While it is true that 
in certain circumstances plastics will be in direct competi- 
tion with these other materials, such competition should 
stimulate the uses of these older materials. 

The speaker pointed out that plastics are not a material 
—they are a collection of different materials. “A plastic 
is simply a material which, though rigid and permanent 
in use, is plastic at some stage in its manufacture and is 
shaped or formed by the application of heat and/or pres- 
sure.” While plastics are organic materials, mainly syn- 
thetic, they do include the semi-synthetic cellulose group 
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and casein. Also while all materials are available in abund- 
ance in this country elaborate and costly plants are required 
to convert these plentiful raw materials into the required 
plastic form. Plastics are mainly in moulding powder form 
to-day although sheets, rods, tubes, etc., are also produced. 

There are about thirteen different types of plastics, 
which are divided by the industry into two main classes— 
thermo-plastic, about nine types, which once formed into 
shape may be re-shaped by heat and pressure; and thermo- 
setting, about four types which may not be reformed. 

Mr. Keightley brought to the meeting a large number 
of samples of various types of plastics, a number of which 
have been developed for war purposes but which have 
tremendous post-war possibilities. The most interesting 
exhibit was the urea-formaldehyde glues used in the manu- 
facture of plywood. While such plywood is now only avail- 
able for the manufacture of planes, etc., some conception 
of its post-war possibilities may be gleaned from the speci- 
fications of the crew seat developed for war planes. The 
seat weighs only five pounds, but won’t crush under a ton 
weight. 

The speaker was introduced by Mr. John A. Ross and 
thanked by Mr. G. E. Footit. 


INSTITUTE OF INTERNAL AUDITORS 


At the inaugural meeting of the Toronto Chapter of 
The Institute of Internal Auditors, held at the Royal York 
Hotel, April 25th, the following officers were elected for 
the ensuing year: President, A. J. E. Child, comptroller, 
Canada Packers Limited; vice-president, F. A. Riddell, 
assistant secretary, Geo. Weston Limited; secretary, W. J. 
Townsend, auditor, Canada Packers Limited; treasurer, L. 
G. Geering, assistant secretary, Famous Players Canadian 
Corp. Limited. 

Meetings of the institute are held at the Royal York 
Hotel the fourth Tuesday of each month, at which papers 
of interest to those engaged in internal auditing are pre- 
sented. 
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Date Of Tax Liability 


HEN a corporation, in calculating its tax payment to 
one government, is entitled to deduct the tax paid 
to another government, the latter item is governed by date 
of filing return rather than by taxation period. This is 
the broad substance of a decision rendered on October 4, 
1943, by the Saskatchewan Court of Appeal in Beaver 
Lumber Co. Ltd. v. Provincial Tax Commission. It held 
that the Saskatchewan Act, in exempting from payment of 
Saskatchewan income tax the amount of Dominion income 
tax which the taxpayer “paid or became liable to pay with- 
in the taxation period”, does not exempt Dominion income 
tax upon the income earned by a corporation during the 
taxation period. Instead, the liability takes effect at the 
date in the following fiscal year when the income tax re- 
turns are required to be made. 

The main paragraphs of the judgment are reproduced 
below from “Dominion Law Reports.” 

The respondent, the Beaver Lumber Co., is a Dominion company 
incorporated by letters patent and carries on business in several of 
the Provinces. In its income tax return for the taxation period May 
1, 1940, to April 30, 1941, under the provisions of the provincial 
Income Tax Act, R.S.S. 1940, c. 54, it claimed an exemption of $17,- 
950.73, which was the amount for which it became liable to the 
Dominion of Canada for the same tax period under the provisions of 
the,Income War Tax Act, R.S.C. 1927, c. 97. The exemption was 
claimed under the provisions of clause (m) of s. 5(1) of the provincial 
Income Tax Act which clause was inserted in s. 5 by amendment 
contained in s. 4 of 1941, c. 10 and assented to on April 8, 1941. After 
deducting the exemption claimed the respondent estimated its provin- 
cial income tax at $4,088.78 and paid this sum to the Provincial Tax 
Commission. 

The relevant portions of s. 5 of the provincial Income Tax Act 

are as follows: 
“5. (1) Income shall for the purposes of this Act be subject to the 
“(m) the amount of income tax (not including the National De- 
fence Tax) which the taxpayer paid or became liable to pay within 
the taxation period to the Dominion of Canada under The Income 
War Tax Act (Canada) and the amount of National Defence Tax 
which the taxpayer paid within the taxation period to the Dominion 
of Canada under the said Act; provided that such deductions shall 
be limited to such proportions of the said amounts as the income 
of the taxpayer taxable in the province bears to the income of the 
taxpayer taxable under The Income War Tax Act (Canada)”. 

The Provincial Tax’ Commission disallowed the exemption claimed 
by the respondent and allowed instead an exemption of $2,269.11 
which was the amount of income tax paid by the respondent to the 
Dominion of Canada in respect of its Saskatchewan income for the 
preceding year, namely, from May 1, 1939 to April 30, 1940. The 
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Provincial Tax Commission accordingly fixed the tax payable by the 
respondent at $4,878, and after crediting the sum of $4,088.78 already 
paid, claimed a balance of $789.22. An appeal taken by the respondent 
to the Board of Revenue Commissioners was dismissed and the re- 
spondent then appealed to a Judge of the Court of King’s Bench in 
Chambers. The appeal was heard by Bigelow J. who in a written 
judgment allowed it. The learned Chamber Judge was of the opinion 
that under the provisions of clause (m) s. 5(1), the respondent was 
entitled to an exemption in the sum of $17,950.73, as liability to pay 
that amount to the Dominion of Canada arose during the taxation 
period of 1940-41, or as stated in his judgment the liability to pay 
“arose when the income was received”. From this judgment the 
Provincial Tax Commission has appealed to this Court. 

The question involved in the appeal is when did the respondent 
become liable to pay to the Dominion of Canada the income tax 
payable by it to the Dominion in respect of its income for the year 
1940-41? It will be observed that the exemption to which it is en- 
titled under clause (m) is in the following language: “the amount of 
income tax .... which the taxpayer paid or became liable to pay 
within the taxation period to the Dominion of Canada under The 
Income War Tax Act (Canada).” 

The respondent contends that under the Income War Tax Act 
(Can.) the liability to pay income tax arises as the income is earned 
and that it became liable, during the fiscal year 1940-41, to pay to 
the Dominion of Canada a sum of $17,950.73 and that it is there- 
fore entitled to an exemption for that amount. The appellant, the 
Provincial Tax Commission, on the other hand argues that the liability 
to pay income tax under the Federal statute does not arise until 
after the income tax return has been filed by the taxpayer and assess- 
ments have been completed by the minister, and that the only tax 
for which the respondent became liable within the taxation period 
in question, namely 1940-41, was the tax for the preceding year of 
1939-40. 

Section 9 of the Income War Tax Act (Can.) as it was in 1941, 
provides that the tax levied is upon the income of the preceding year. 
The relevant portions of s. 9 are as follows: 

“9. (1) There shall be assessed, levied and paid upon the income 
during the preceding year of every person: 

“(a) residing or ordinarily resident in Canada during such year; 
a tax at the rates applicable to persons other than corporations and 
joint stock companies set forth in the First Schedule of this Act 
upon the amount of income in excess of the exemptions provided in 
this Act: Provided that the said rates shall not apply to corporations 
and joint stock companies. 

“(2) Save as herein otherwise provided, corporations and joint 
stock companies, no matter how created or organized, shall pay a tax 
upon income at the rate applicable thereto set forth in the First 
Schedule of this Act.” 

Section 9 of the Income War Tax Act is the charging section 
of the Act and it provides that there shall be assessed, levied and 
paid on the income during the preceding year of every person, etc. 
“Person” is defined in the Act as including “any body corporate and 
politic.” Liability to pay depends upon the charging provisions of 
the statute. The language of s. 9 and particularly the use of the 
word “preceding” makes it plain that assessment, levy and payment 
are all to be made in the year following the one in which the income 
is earned and in my opinion there can be no liability to pay until 
after the assessment and levy. There cannot be liability to pay during 
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the year in which the income is earned except in the sense that if 
the Act remains unrepealed the taxpayer will be assessed on such 
income and called upon to pay at some time in the year following 
that in which the income is earned. 

Section 33(1) provides that every person liable to taxation under 
the Act shall on or before the 3lst day of March in each year with- 
out any notice or demand deliver to the minister a return on a 
prescribed form of his total income for the preceding year; and in 
s. 35(2) it is provided that notwithstanding the provisions of s. 33, 
a corporation shall make a return within four months from the close 
of its fiscal period. The fiscal period of the respondent ended on April 
30, 1941, and accordingly it had till August 31, 1941, to comply with 
s. 35 and file its return with respect to its income for the year 
1940-41. As a fact the respondent filed its return on August 31, 1941, 
and until that date while it was liable to be taxed on its income for 
1940-41, it cannot be said that it was “liable to pay”. Section 48, 
before it was amended by s. 23 of 1942-3 (Can.), c. 28, provided that 
every person liable to pay any tax under the Act shall estimate the 
amount of the tax payable by him and shall send with the return 
not less than one-third of the amount of such tax and shall pay the 
balance within four months thereafter together with interest at the 
rate of 5% per annum upon the balance “from the last day prescribed 
for making such return to the time payment is made.” The pro- 
visions of section 48 in my opinion make it clear that liability to 
pay arises at the time when the return is required to be made. 

I am of the opinion therefore that the respondent company did 
not become “liable to pay within the taxation period” any part of 
the Dominion Tax for the period in question, namely, May 1, 1940 
to April 30, 1941, until August 31, 1941, when it made its return 
according to the provisions of the Dominion Income War Tax Act. 
That an exemption must be strictly construed is clear from authority. 

The appeal should be allowed with costs, the judgment of the 
Chamber Judge set aside, and the judgment of the Board of Revenue 
Commissioners restored. 


INCOME TAX SERVICE EXEMPTIONS 


Limited income tax exemption for those serving on 
hospital ships and on ships’ conducting staffs was provided 
by order in council (P.C. 82/2705) passed 18th April 1944, 
approving of a Treasury Board minute reading as follows: 


The board had under consideration a memorandum from the 
honourable the minister of national defence, concurred in by the 
honourable the acting minister of national defence for air, reporting 
that: 

“Section 4(v) of the Income War Tax Act, chapter 97 revised 
statutes of Canada 1927, as enacted by section 4 of chapter 14 of 
the statutes of Canada (1943) excepts from liability to taxation: ‘The 
service pay and allowances received in respect of the first six months’ 
service after his return to Canada by any member of the Canadian 
naval, military or air forces who is in the’ Canadian active service 
forces and who has been overseas on the strength of an overseas unit 
outside of the western hemisphere: Provided, however, that in the 
case of a member of the said forces who has not been on the strength 
of an overseas unit outside of the western hemisphere for a period of 
at least six months, the period of exemption granted hereunder shall 
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not exceed the length of the period which has been served by him 
on the strength of an overseas unit outside of the western hemisphere: 
Provided further that the exemption shall not in any case exceed one 
period of six months for any such service or services outside of the 
western hemisphere.’ 


“2. Members of the Canadian Army (active force) and the Royal 
Canadian Air Force carried on the strength and within the establish- 
ments of Canadian hospital ships and of ships’ conducting staffs, al- 
though exempt from income tax whilst so serving by reason of the 
fact that they are deemed to be performing duties of such a character 
as are required normally to be performed afloat (section 4(t) (ii) of 
the said act), may not be accorded the additional period of exemption 
under section 4(v) aforesaid for the reason that the said members of 
the Canadian Army (active force) and the Royal Canadian Air Force 
do not qualify within the meaning of the phrase ‘on the strength of 
an overseas unit outside of the western hemisphere’ in the said section 
4(v). 

“3. The aforesaid members of the Canadian Army (active force) 
and the Royal Canadian Air Force serve beyond the western hemis- 
phere during the course of their normal duties; their service would 
in no way differ were they in fact carried ‘on the strength of an over- 
seas unit outside of the western hemisphere’ and in every respect 
their service position is fully comparable to that of military and air 
force personnel who, by virtue of qualification within the meaning of 
the said section 4(v), are extended the hereinbefore mentioned period 
of exemption from income tax. 

“4, It is considered that the aforesaid members of the Canadian 
Army (active force) and the Royal Canadian Air Force, upon ceasing 
to perform the duties in respect of which exemption is now granted 
under section 4(t) (ii) of the said act, should be considered as being 
qualified within the meaning of section 4(v). 

“5. The deputy minister (army) and the deputy minister (air) 
therefore recommend that your excellency in council, under and by 
virtue of the War Measures Act, chapter 206 revised statutes of Canada 
1927, be pleased to authorize that for the purpose of section 4(v) of 
the Income War Tax Act, members of the Canadian Army (active 
force) and the Royal Canadian Air Force carried on the strength and 
within the establishments of Canadian hospital ships and of ships’ 
conducting staffs, shall be deemed, eligible to qualify within the mean- 
ing of the said section 4(v). 

“6. No increased expenditure is involved. 


“7, The undersigned concur in the above recommendation and 
submit same for approval.” 

The board concur in the above report and recommendation, and 
submit the same for favourable consideration. 


BY EASY PAYMENTS 


The Internal Revenue Bureau filed part of one man’s 
income tax return in the incinerator, says an AP despatch 
from Newark, N.J. The taxpayer, identity not disclosed, 
sent half his shirt with his report and cheque. “The only 
reason I did not send the other half,” he wrote, “is because 
I intend to forward it with my next payment.” 
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Provincial News 


British Columbia 


A luncheon in honour of Mr. H. G. Norman, C.M.G., 
F.C.A., was held at the Terminal City Club, Vancouver, on 
Friday, April 14th, 1944. The members of the council and 
members of the advisory board of past presidents were 
invited to attend this luncheon. Those present were as 
follows: H. G. Norman, president, Dominion Association of 
Chartered Accountants; R. C. Field, president, Institute of 
Chartered Accountants of British Columbia; W. J. Barrett- 
Lennard, D. H. Sheppard, W. H. Cotter, H. C. Chiene, K. D. 
Creer, G. F. Gyles, C. G. Chambers, B. E. Stokes, J. L. 
Watters, J. Haydn Young, L. R. Sinclair, V. R. Clerihue, 
Wm. Macintosh, J. J. Plommer, E. C. Mapson, R. R. Keay, 
W. Russell Watson, W. G. Rowe, A. H. Rathie, Frederick 
Field, Geo. E. Winter, H. Norman Lunn, secretary. 

Mr. Norman gave a very interesting review of the 
work of the Dominion Association, including the following: 
(1) Arrangements made with the British institutes for 
supervision of examination sessions for Canadian articled 
clerks serving overseas. (2) Satisfactory progress made 
with the Dominion government in the matter of financing 
the rehabilitation and studies of articled clerks and members 
of Canadian institutes after their discharge from H. M. 
forces. (3) Regarding the committee on post-war prob- 
lems, the work done was touched upon; but in due course, 
a report will be submitted to the provincial institutes. 
Those present were informed that the next Dominion con- 
vention would be held at St. John, N.B., and it was hoped 
as many as possible would be present. 

The visits of the president of the Dominion Association 
at times like this are much appreciated in British Columbia. 
Everybody being now so fully employed and travel being 
tedious and expensive, it is not easy for members in the far 
west to keep in touch with headquarters; and when agree- 
ment is required on certain matters, it is not readily secured 
owing to lack of opportunity for keeping vp with changing 
conditions in the east. Visits like that of Mr. Norman pro- 
vide the necessary contact, and a few conversations under 
such conditions clarify issues in a short time in a way 
which cannot be done in correspondence. We all wish him 
success in the splendid lead he is giving the profession. 
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PROVINCIAL NEWS 


Squadron Leader Edward Weyman Blenkinsop, who was 
an articled student in Vancouver when he enlisted in the 
R.C.A.F. in June, 1940 ,has been awarded the Distinguished 
Flying Cross for general excellent service, the citation read- 
ing as follows: “The following personnel have completed 
in various capacities many successful operations against 
the enemy in which they have displayed high skill, fortitude 
and devotion to duty.” 

After attending school in Victoria, where he consistent- 
ly stood high in his examinations, he was registered as an 
articled student in the office of Riddell, Stead, Graham & 
Hutchison, Vancouver, in October 1937. He proved an 
excellent student and staff assistant. 

Since enlistment he has had rapid promotion for con- 
sistent good work. In December, 1940, he obtained his 
wings and commission as pilot officer. After a course in 
navigation he was for a time an instructor and was pro- 
moted to flying officer in 1941. As one of a group of R.C. 
A.F. officers, he was sent to New Zealand in 1942 to assist 
in co-ordinating empire air training. He went overseas as 
a flight lieutenant, was promoted to squadron leader in 
North Africa, and latterly served as a “pathfinder” over 
Europe. 

Since this notice was prepared, word has been received 
that Squadron Leader Blenkinsop is now reported missing. 


Personals 
Richardson, Ferrie and Company, chartered accountants, 
Hamilton, announce the admission to partnership of Herbert 
St. Aubyn Elwell, C.A., and Harold Prentice Anderson, C.A. 
The business is now carried on under the name of S. G. 
Richardson and Company, Mr. G. C. Ferrie, F.C.A., retiring 
from practice. 


Loftus A. Allen, C.A., and Charles H. Pelling, F.C.A., 
announce that they have formed a partnership under the 
firm name of Loftus A. Allen, Pelling & Co., chartered 
accountants, with office at 405 Royal Bank Building, 
Toronto. 


Max N. Padber, chartered accountant, is now located in 
the Waterman Building, 261 St. Jamgs Street West, 
Montreal, Quebec. 
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Obituaries 
The Late Donald Henry McCannell 

The Institute of Chartered Accountants of Ontario re- 
grets to announce the sudden death of Donald Henry Mc- 
Cannell on May 3rd, 1944, in Toronto in his 51st year. 

The late Mr. McCannell received his accounting training 
with the firm of Robertson, Robinson, Armstrong & Com- 
pany and passed the final examination of the Institute in 
1923. This firm later became Robertson, Robinson, Mc- 
Cannell & Dick of which Mr. McCannell had been the senior 
partner for the past 14 years. 

For the past two years Mr. McCannell had served on the 
Institute special committee on national selective service and 
military training and gave unstintingly of his time to per- 
form the duties devolving on that committee. 

To his wife and daughter, and sisters, the Institute 
offers its deep and sincere sympathy. 

The Late L. D. Thomas 

Official word has been received that Fit.-Lt. L. D. 
Thomas, a member of the Institute of Chartered Account- 
ants of Ontario, has been awarded the D.F.C. It is un- 
fortunate, however, that on April 18th FIlt.-Lt. Thomas was 
reported missing and believed killed in action in the far 
east. 

The late Fit.-Lt. Thomas received his training as an 
audit clerk with Messrs. J. P. Langley & Company, passing 
the final examination of the Institute in 1941. He had 
already enlisted in the Royal Canadian Air Force. Follow- 
ing his graduation from the flying school he proceeded to 
England and for the past two years had been stationed in 
the far east. 

To his mother and uncle, Mr. C. P. Roberts, F.C.A., the 
Institute offers sincere sympathy. 

The Late Edwin Percy Baker 

The Institute of Chartered Accountants of British 
Columbia regrets to announce the death of Edwin Percy 
Baker on May 8th, 1944, in Vancouver in his 68th year. 

The late Mr. Baker became a member of the Institute 
in 1921 and had lived most of his life in Vancouver prac- 
tising for himself since 1932. 

His son Private Roy Baker is serving with the Cana- 
dian Army overseas. 
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R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 

In his latest book Financial Accounting (to which he 
gives the subtitle “A Distillation of experience”) Mr. G. 
O. May, having retired from professional activity, sits 
back in his chair and allows himself the luxury of thinking 
about the past forty years in accounting—what the world 
has done to the art of accounting in that time and what 
accounting has done to the world. He finds that at the 
beginning of the period accounting statements were regard- 
ed as reports of stewardship or as guides to the amount 
of dividends that might properly be distributed while by 
the end of the period they were regarded predominantly 
as guides in determining whether to buy, hold or sell 
securities. He says in this connection (p. 21), “The use 
of accounts as a guide to the value of investments already 
made was an outgrowth of the efforts to convert participa- 
tions in permanent enterprises into liquid assets through 
distribution of corporate securities and the establishment 
of markets in which these securities could be freely bought 
and sold. This development has created the most crucial 
problems of financial accounting, and the present ferment 
in accounting thought is very largely due to conflicting 
objectives of those who would continue to regard financial 
statements as reports of progress or of stewardship, and 
those who would treat them as being in the nature of pros- 
pectuses.” 

It is doubtful whether anyone living is as well qualified 
as Mr. May, by combination of intellectual interests and 
professional experience, to dissect and interpret the hap- 
penings in this important era. All of us, whether our 
main interest is in theory or in practice, must be grateful 
to him for preparing this “distillation” and setting it be- 
fore us to savour. 

* * ok 

Of concern to our profession in Canada is Mr. May’s 
judgment upon the Securities Act of 1933, in the light of 
experience during the last decade. “From the accounting 
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standpoint’, he says, “the irony of the law was that it gave 
legal recognition to the function of the independent public 
accountant, and at the same time, gave to a non-expert 
body powers over the profession which went far to destroy 
its independence. From a pecuniary point of view, its effect 
on accountants was perhaps favourable, but this advantage 
was not worth the impairment of their professional status 
which the law effected, and which was neither necessary 
nor desirable for the purpose of holding them to a proper 
responsibility for the discharge of their auditing functions 
.... It struck a wanton and unjustified blow at the devel- 
opment of a profession which, despite lapses, had made 
remarkable progress in the forty years of its existence”. It 
is clear from Mr. May’s discussion of the circumstances 
which led to the enactment of the Securities Act that he 
sees in the traditional British attitude towards the same 
problems a protection which the profession lacked in the 
United States. He quotes Mr. Gladstone as saying in 1844 
that government scrutiny of security issues would “increase 
the faith in the solvency and efficiency of the company”, 
and that it would be “an almost impossible task to make 
such an inquiry as would tend to the real security of the 
public”. It is certainly still possible to argue, and Mr. 
May does argue most forcefully that the interests of the 
investing public can be better served by a progressive and 
entirely independent profession than by any government 
agency no matter how constituted. 


* * * 





CORRESPONDENCE 
* Winnipeg, Man. 
April 17, 1944. 
The Editor, 
The Canadian Chartered Accountant. 
Dear Sir: 


I have read with interest Mr. Smails’ notes and com- 
ments on Pages 262 and 263 of the April issue of THE 
CANADIAN CHARTERED ACCOUNTANT but I find myself not 
in agreement with his findings. 

He says that an incoming partner shares in the record- 
ed assets in the capital ratio but shares in any assets not 
on the books in the profit ratio. 
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If it were found that an asset was in existence such as 
victory bonds or plant that, through an error, had been 
charged to the personal account of the proprietor, it surely 
does not mean that an incoming partner is entitled to have 
any portion of these when the mistake is discovered. 

The point I am trying to make is that if an asset exists, 
it should be on the books and if it is not, it should be im- 
mediately placed upon the books and in my opinion this 
includes the item of goodwill. 

It has always been my belief and contention that if an 
established business is admitting a new partner and good- 
will has been valued and agreed upon, this goodwill was 
created by the present owner of the business and it is to 
him that full credit should be given. That being the case, 
goodwill should be debited and the capital of the original 
owner credited with the full amount. 

If the incoming partner has agreed to purchase a part 
of the proprietor’s net equity of the business, then he will 
purchase the same proportion of each and every asset in- 
cluding goodwill. 

I cannot see any justification for the writing up of 
goodwill after the new partner has been admitted because 
that is, in my opinion, the result of improper reasoning; 
this asset should be placed upon the books just the same 
as all other assets as a part of the deal. 

Then I contend that if “O” has $10,000.00 in assets, 
not including goodwill, and capital of $10,000.00, and if 
he offers a one-half interest in the capital for $6,000.00, 
“N” must be paying $5,000.00 for one-half of the present 
assets and $1,000.00 for one-half of the goodwill because 
he is not interested in any portion of the goodwill at the 
profit ratio until the firm has made a profit or sustained 
a loss in regard to goodwill. Paying $1,000.00 for half 
the goodwill determines the value of the goodwill to be 
$2,000.00. 

According to the solution which shows “O” capital 
$7,000.00 and “N” $6,000.00 it would appear that if the 
concern were sold at this point to a third party for $13,- 
000.00, “O” would receive $7,000.00 and “N” $6,000.00, 
whereas it says that “N’” was to buy a one-half interest 
in capital, which is all of the assets less the liabilities. 
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My reasoning differs from that of the author’s on the 
sole point that if goodwill exists and the value has been 
agreed upon, it is incorrect to omit it from one’s reckoning. 

Therefore, I contend that when “N” offered $6,000.00 
for a half interest and “O” accepts, a value of $2,000.00 
was thereby put upon the goodwill and my solution would 
show assets of $10,000.00, goodwill $2,000.00 and capitals 
of $6,000.00 each. 

If at this point all the assets were sold for $13,000.00, 
there is an apparent profit of $1,000.00, two-thirds of which 
would go to “O” and one-third to “N”’. 

I could go along commenting upon the subsequent fig- 
ures on pages 263 and 264, but they all hinge on the same 
point in question. If goodwill exists, and has been valued, 

I think there is no more excuse for leaving it out of the 
reckoning than there is for leaving out cash, money in 
the bank or any other asset belonging to the business. 

Sincerely yours, 

(Signed) DAVID COOPER, C.A. 

* aE K 
[We entirely agree with Mr. Cooper that all existing 
ii assets should be brought on to the books at agreed values 
prior to formulation of the offer to the incoming partner. 
Our concern was to consider the form which the offer should 
take when this desirable condition was not satisfied and 
the reasons for that form. 

When we spoke of the incoming partner sharing in any 
assets which were not on the books we had in mind any 
assets which the owner of the existing business had used 
in the operation of that business whether in the form of 
goodwill, victory bonds, plant or otherwise and which he 
did not expressly exclude when making his offer to the 
incomer. 













Editor, Students’ Department. ] 


a * 





* 





Students’ Association Notes 
Ontario 

The Chartered Accountants Students’ Association of 

iF Ontario announces with deep regret the death on active 

: service on April 24th, 1944, of P/O John A. Gillies. “Jack” 

Gillies was employed with McDonald, Currie & Company 
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from July 1938 to March 1942. Because of his age he was 
not able to register as a student until 1940 but he passed 
the primary examination of that year and completed the 
second year course of instruction. 

Enlisting with the Royal Canadian Air Force in March 
1942 he trained as a pilot at Toronto and Oshawa and re- 
ceived his wings at Hagersville in April 1943. He went 
overseas shortly after and since December had been on 
operational flights as a Halifax bomber pilot with the Alou- 
ette Squadron. 

To his wife, parents and sisters the Association offers 
deep sympathy. 


Word has recently been received that F/O William 
Burns Gillespie is missing after air operations over Ger- 
many. 

“Bill” Gillespie registered as a student-in-accounts with 
Messrs. Millard, Rouse & Rosebrugh of Brantford in Janu- 
ary 1941. He took the first year course of instruction which 
he completed but he did not write any examinations. 

Enlisting in the Royal Canadian Air Force he trained 
as an air navigator, graduating from St. Johns, Quebec, 
in February 1943. He went overseas almost immediately. 

The Association offers sympathy to his parents in their 
anxiety but sincerely hopes that word will be received 
shortly that “Bill” is safe. 


PROBLEMS AND SOLUTIONS 

THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 

Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as 
models for submission to the examiner but rather as such discussion 
and explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
FINAL EXAMINATION, DECEMBER 1943 


Accounting I, Question 3 (20 marks) 

Your firm is preparing consolidated balance sheets and earnings 
statements in connection with a prospectus to be issued by a large 
company which has several subsidiaries. You have been requested 
by the senior in charge to examine the accounts of the ABC Company 
Limited, one of the subsidiaries, and make any adjustments which you 
consider necessary in the earnings figures in order that they may 
be used by your senior in the revised consolidated statement of earn- 
ings. 
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Profits before tax as shown by the company’s statements were: 


Year ended 30th September 1940 ............ $125,000 
Year ended 30th September 1941 ............ 130,000 
Year ended 30th September 1942 ............ 160,000 
Year ended 30th September 1943 ............ 150,000 


Your investigation disclosed that: 
As at 30th September 1940 
The earnings for the year as shown by the company’s statements 
are correct. 
As at 30th September 1941 
Depreciation had been provided at half rates during the year and 
amounted to $10,000. 
The bad debt reserve should have been increased by $5,000. 
Liabilities were omitted from the books as follows: 


Material included in the inventory .......... $15,000 
Construction work in progress ............... 10,000 
BUREry MOUTON CRMTBOE ooo c oc kn a Ssiiiccncdovce 3,000 


Due to a clerical error the inventory was overstated by $8,000. 

Branch inventories amounting to $100,000 were valued at selling 
price which was 25% in excess of cost. 

As at 30th September 1942 

No provision was made for depreciation in the company’s books 
although your calculations show that $25,000 should have been pro- 
vided. 

The bad debt reserve should have been increased by $3,000. 

Alterations to fixtures at branch premises amounting to $4,000 
were charged to branch furniture and fixtures account. The officials 
of the company agree with you that this was an error on their part 
and that this expense should have been written off in the year in 
which it was incurred. 

Liabilities were omitted from the books as follows: 

Goods. on hand (also omitted from the inventory) . .$15,000 
Purchase price of new equipment ................ 5,000 
BEROIF DOUG COMTI ak on on vis ee svc esisccecves 2,000 

The branch inventories amounting to $97,500 were valued at 
selling price which was 30% in excess of cost. 
As at 30th September 1943 

Depreciation provided on the books amounted to $40,000; your 
calculations indicate that $35,000 is the correct amount that should 
have been provided. 

The bad debt reserve was $3,000 in excess of requirements. 

Liabilities were omitted from the books as follows: 

Progress certificate payment in connection with 
building being constructed ...............ee00. $8,000 
I SII once cdc cccbscecocceecs 4,000 

New equipment purchased during the year at a cost of $6,000 
was charged to expense. 

Due to an error in extensions the inventory was understated by 
$4,000. 

The branch inventories amounting to $150,000 were valued at 
selling price, which was 20% in excess of cost. 

Required: 

(a) Draft journal entries to give effect to the adjustments neces- 
sary. 

(b) Prepare a statement for your senior reconciling the profits 
before taxes on income of the ABC Company Limited for 1940, 1941, 
1942 and 1943 as shown by the books of the company with the adjusted 
figures before tax to be used by your senior in the preparation of his 
revised consolidated statement of earnings. 
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SOLUTION 


THE A.B.C. COMPANY LIMITED 
Adjusting Journal Entries 
At 30th September 1940 


At 30th September 1941 
DP ob 6 hoon oh Bien 56K y cee be dwcis $10,000 
Cr. Reserve for depreciation ..................... $10,000 
To increase provision for depreciation to full rates. 




















(a) 


Nil Nil 


DP; PI BN be oka Ra SEE Rebs 5,000 
Cr. Haemerve for Did Gene oni ids cic ccc cliess 5,000 
To increase reserve for bad debts to amount required. 


Se CRE iiss isos Ra oA A hae Ke aeent.od 18,000 
i Rk SO incase de Seman cad eaeeealriers : 18,000 
To record the following liabilities omitted from the 

books: 

Material included in the inventory ...... $15,000 

Sundry accrued charges ................ 3,000 





$18,000 





ie SN io ass die Vclaw Sey nes balsa ee bw Mee 8,000 
PPE ee ee er ee 8,000 
To correct clerical error in the inventory. 


POE, IE fk. 5 ise aes a oN aa's ack Sw wk tealelee 20,000 
Se, IED ook doh cos b cibare s esbusccies e's 20,000 
To reduce branch inventories to cost. - 


At 30th September 1942 
OR Fe ina 5 nasa 6 eis oo Wows wee oka bcm sees 25,000 
Cr. Reserve for depreciation ............ccccceee 25,000 
To set up depreciation for year. 













a ee ne oie a oi sei esi AS 2,000 
oe, UN k's hs oan wre scares a's pre bw sth er’g Sete 2,000 

Reserve for bad debts understated by ....... $3,000 

Deduct amount provided at 30th September 

PR IE ois 5 6.54 S5% Caches os g's So malbes 








Adjustment of reserve at 30th September 1942 $2,000 











EOE; ER 65 ve tis a Ves oo Wo ae oSbew aSee seca 

Cr. Branch furniture and fixtures ................ 4,000 
To adjust alterations to fixtures at branch premises 
capitalized in error. 











ROE: MTS 666d ikon ons coe bale whieldelne’e 
CP, Cr so sides cn ohana ce ee aaewaes 2,000 
To record sundry accrued charges omitted in error. 











Pe I a sis 6s sca S pes Seek ee bbahivess 
CP, POPE eae cass adisnsccc¥suecawes 22,500 
To reduce branch inventories to cost. 
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At 30th September 1943 
Dr; Reperve Cor Gepreciatwel .....ck sc cwcceecssccess 
MO EUIED ok oh 6s incauss bwin 3s oo oMee obeas bs 
To reduce depreciation provision to the amount con- 
sidered necessary. 


a ee ee NN fs aie Sede eth Acee ces 
rrr. wis ape WS wees vis same ke ees 

To reduce reserve for bad debts to amount required. 
Reserve per books in excess of requirements 











Oe eee eS Se cus aba ss oes aces ks $3,000 
Add additional reserve set up at 
30th September 1941 ........... $5,000 
Less reversed in 1942 .......... 2,000 3,000 
$6,000 
Be SD cates te wc ico ea ais Spies eae Ble 4 sie oe bbe 
NOI io asa x s..a:v.s 40s ole bs. 0s. e ele ee 


Orr III oii ics 6:00 0bauscwen ews cad eae'ss 
To record liabilities omitted from the books at 30th 
September. 


Ser I rt A Soe adie sss bke pee wk eeee eee 
CO PR ois ks kane cnn ebaleeece ose ee eeu 

To correct cost of equipment purchased during year 
charged to expense in error. 


ee ior fs Gc tien wkd wma eine eke ceed 
a eee 05%. 21055 ead ob ase be aecs we ee 

To correct error in extensions of inventory at 30th 
September 1943. 


Se EINE 70 bind eee eke anee se cwacmnes 
Pe NN cic oy Gah wis ieee SR big ee whe 
To reduce branch inventories to cost. 


(b) 
THE A.B.C. COMPANY LIMITED 


5,000 


6,000 


8,000 
4,000 


6,000 


4,000 






Statement of Adjusted Earnings Before Taxes 


For the Years Ended 30th September 1940 to 1943 Inclusive 
Year ended 30th September 


Item 1940 1941 
Depreciation «.....2..00...- $ 10,000 
ES: Sposa see oo18e's 5,000 
Liabilities omitted—1941.... 18,000 

2ge2..... 
1943.... 

SRVORIOTY SIPOTR os55635 00s. 8,000 
Branch inventories—1941.... 20,000 
g082..... 

S988... 

Alterations capitalized 

PRR oot eee 

Equipment written off 


SRE Sacked bea dee sae 


1942 
25,000 
2,000 
18,000 
2,000 


8,000 


20,000 
22,500 


4,000 






$ 61,000 $ 5,500 


$ 16,500 


5,000 


6,000 


12,000 


6,000 


4,600 


25,000 













1943 
$ 5,000 
6,000 







2,000 
4,000 
4,000 






22,500 
25,000 







6,000 
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Profits before taxes as shown by 
the books of the company .. $125,000, 130,000 160,000 150,000 


Adjusted earnings before taxes $125,000 $ 69,000 $154,500 $166,500 





PROBLEM II 
FINAL EXAMINATION, DECEMBER 1943 


Accounting I, Question 4 (15 marks) 

Mr. Black asks you to make an investigation of a real estate 
syndicate in which he and two of his friends, Blue and Green, are 
interested. They had been approached a year and a half earlier by 
White, a real estate speculator, with a proposal that the four of them 
should form a‘syndicate for the purpose of buying 9,000 acres of land. 
White claimed to have an option on this land at $25 per acre, $10 
per acre of which had to be paid in cash and the balance by assuming 
a mortgage. White convinced Black, Blue and Green that the land 
could soon be sold at a substantially increased price and in view of 
the quick prospect for sale White agreed to look after all matters, such 
as receiving money, making payments, etc., and charge no commission 
or profit to the syndicate for services in regard to the purchase but 
when the land was sold he was to receive 5% of the selling price. 
Profits were to be shared by all participants on a basis of acreage. 


Black paid $25,000 and had allotted to him 2,500 undivided acres 
Blue paid $15,000 and had allotted to him 1,500 undivided acres 
Green paid $20,000 and had allotted to him 2,000 undivided acres 





$60,000 6,000 undivided acres 
White allotted to himself the remaining 3,000 undivided acres for 
$30,000. The total of $90,000 represented the down payment, the 
balance being covered by a mortgage for $135,000. 

A deed to the land was obtained and at the end of a year and 
a half a purchaser was found who agreed to assume the mortgage 
together with the one and a half years’ unpaid interest of $9,000 and 
to pay $153,000 in cash. The offer was accepted and the money paid 
to White. 

There was an audit clause in the agreement and before the dis- 
tribution was made, Black, on behalf of himself and his two friends, 
asked you to investigate the accounts to see that they had received 
the amount to which they were properly entitled. As a result of your 
investigation you found that White paid only $23 per acre for the 
land and had paid down only $72,000 instead of $90,000, giving a 
mortgage for the balance of $135,000 as stated. As a result of your 
findings it was finally agreed that White would remedy the situation 
by allowing to each of the other three on the final settlement $2 per 
acre (the difference between $25 stated cost and $23 actually paid) 
together with 8% interest per annum on this allowance for the one 
and one-half years. 


Required: 
Prepare schedules or accounts to show the amount each person 
will receive in the final settlement. 
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SOLUTION 


REAL ESTATE SYNDICATE 
Schedule Showing Amount to be Distributed 
to Each Member of the Syndicate 
Amount 
Item per acre 
Sale of 9,000 acres of land $. 33.00 
Less mortgage and mortgage interest 16.00 


Cash received $ 17.00 
Add difference between stated cost and actual cost 2.00 


Amount available for distribution 
Add interest on rebate—12% of $2 


Less commission—5% of $33 
Cash per acre payable to Black, Blue and Green .. $ 17.59 


Cash should be distributed as follows: 
To Black—2,500 acres at $17.59 per acre 
To Blue —1,500 acres at $17.59 per acre 
To Green—2,000 acres at $17.59 per acre 35,180 


Total to Black, Blue and Green 


Balance retained by White 


The amount retained by White is accounted for as follows: 
A—Amount retained at date of purchase 
($90,000—$72,000) 
Return of investment ($72,000—$60,000) 
Profit on 3,000 acres at $9 per acre 
Commission on 6,000 acres at $1.65 per acre 


Less interest allowed to Black, Blue and Green— 
6,000 acres at 24c per acre 


or B—Cash received on 3,000 acres at $17 per acre 
Retained on purchase of 3,000 acres at $2 per acre .. 
Commission on 6,000 acres at $1.65 per acre 


Less interest allowed to Black, Blue and Green— 
6,000 acres at 24c per acre 


Total 
amount 
$297,000 

144,000 


$153,000 


18,000 


$171,000 


105,540 


$ 65,460 


$ 18,000 
12,000 
27,000 

9,900 


$ 66,900 


1,440 


$ 65,460 


$ 51,000 
6,000 
9,900 


$ 66,900 


7440 


$ 65,460 








